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Introduction 


The concept of “sovereignty-association” appeared after the idea of 
independence for Quebec. The first political movement to advocate the separa- 
tion of Quebec from the Canadian Federation, the Rassemblement pour 
’'Indépendance Nationale (RIN), did not attach particular importance to 
relations with the rest of Canada. The RIN platform, above all emphasized the 
need “to possess the full arsenal of political instruments that all normal 
national states have available to them for implementing a planned economic 
policy.” 


The Parti Québécois, on the other hand, has stressed the importance of 
maintaining an economic association between an independent Quebec and 
Canada. The party’s objective of political independence became linked, from 
the start, with maintaining trade relations with the rest of Canada. Reading 
either the manifesto of the Mouvement Souveraineté-Association (MSA) 
written by its founder, René Lévesque, or his essays brought together in Option 
Québec, one cannot help but notice how cautiously the economic and financial 
problems are handled. The concept that emerges from these writings is one of 
political sovereignty which would respect the existing economic and financial 
relations between Quebec, the rest of Canada and the international 
community. 


In its 1972 manifesto, Quand nous serons vraiment chez nous (When we 
are truly our own masters), the Parti Québécois stresses that “it must be 
recognized from the start even if Quebec had complete control over decisions 
concerning domestic affairs, it would have to negotiate like everyone else in 
external matters.” 


Political sovereignty has never excluded the option of some form of 
association, and this is as true today as ever. In its trade relations Quebec 
would have to observe the code of conduct known as the General Agreement on 
Tariffs and Trade (GATT), which has been negotiated in Geneva by some 130 
countries. In order to protect its own currency, Quebec would have to conform 
to the strict standards of the International Monetary Fund (IMF). 


This is all the more necessary for an economy that is heavily dependent on 
external trade, as Quebec’s is. Quebec consumes barely half of all the products 
it produces. Furthermore, of all the manufactured goods that Quebec sells 
outside its borders, more than two-thirds are bought by the other provinces. 


In order to allay the economic concerns of Quebeckers, the message of the 
MSA, and later the PQ, was consistently reassuring. Economic relations with 
the rest of Canada would not be disturbed and, if possible, the monetary union 
would be maintained. 


The development of ideas within the PQ parallelled the development of the 
party as a political institution. The problems dealt with were internal to 
Quebec, and the solutions were policies that applied directly to real difficulties 
experienced by different segments of the population. As these political pro- 
posals developed, the state envisaged by the PQ became increasingly interven- 
tionist and, as a result, drifted further and further away from maintaining the 
economic and monetary status quo. The outlines of the proposed economic 
association and monetary union with Canada after Quebec independence 
became more and more uncertain. 


However, the coming to power of the Parti Québécois raises—this time 
unavoidably—the whole issue of the terms of economic association. Since a 
referendum on the subject of independence has been promised, the nature of 
association has to be made clear, and its possibilities and limits defined. 


The proposal for an economic association is of critical importance to the 
future of the people of Quebec. The proposal for sovereignty must incorporate 
a guarantee of association if a majority of Quebeckers are seriously to consider 
voting in favour of independence. Public opinion surveys conducted in Quebec 
confirm that people are particularly concerned with the province’s economic 
future. 


This comes as no surprise: Quebec, like the rest of Canada, has a very 
advanced economy. The highly specialized industrial and commercial activities 
are integrated in a tightly woven interdependent network. A disturbance 
caused by political events would quickly be transmitted from one sector to 
another and could prove extremely harmful to the economic prosperity of the 
majority of the population. In a less developed society the economic danger 
would be felt only by a few; the rural population would be only slightly affected 
and could remain more or less indifferent. But in a highly developed society 
like Quebec, the situation would be completely different: the dislocation would 
be felt by the great majority of the population, and in particular by wage 
earners, professional people and business persons, who could all, to some 
extent, suffer losses. 


This study is, therefore, meant to provide Quebeckers and indeed all 
Canadians, with the basic material for a serious examination of the issues at 
stake. First, the various models of economic association will be briefly 
described and examples given of their use—especially in Europe. Aside from 
the extreme of isolation, there are several forms of economic association 
possible. They are, in order of increasing degrees of integration, a free trade 
zone, a customs union, a common market and an economic and monetary 
union. 


It should be pointed out that the Parti Québécois, in the course of its brief 
history, has successively favoured various types of association: a “monetary 
union and common market” (René Lévesque in Option Québec); a “customs 
union possibly accompanied by a monetary union” (official party program in 


Vi 


1975 and the speech given by the party leader in New York in January 1977), 
and a customs union without further reference to the monetary question 
(official party program in 1977). In other words, as the PQ refines its 
association proposal, “association” assumes a less and less integrated form. 


In the second chapter we examine the successive definitions and the 
content that the Parti Québécois has appeared to give to its “sovereignty- 
association” proposal. We will see that, almost two years after the party gained 
power, this proposal remains ambiguous and vague. 


However, as we will see in the third chapter, the stakes are high. The 
problem is not simply a question of the complementarity of the Ontario and 
Quebec economies. Trade figures clearly refute the claim—often made by 
Parti Québécois spokesmen—that Quebec is more indispensable to the econom- 
ic well-being of the rest of Canada than the rest of Canada is to the well-being 
of Quebec. 


Furthermore, the reorganization of the Canadian market cannot be car- 
ried out in the same manner as the transfer of a few tax points or expenditure 
responsibilities. What exactly would be negotiated, and how? With what 
negotiating power on the two sides? What would the time limits be? With what 
risks and what costs of uncertainty during the negotiation period? Only a 
customs union and thus the circulation of goods is currently being considered 
by the Parti Québécois, but how would the important factors of production, 
such as capital and manpower, be affected? At a time when Common Market 
theoreticians are emphasizing that “Europe will be united by a common 
currency, or not at all,” the whole monetary question has been put aside by the 
Parti Québécois. 


This study will raise many questions—those suggested either because they 
have not been addressed by the Parti Québécois or only superficially so. The 
study would not be complete, however, without a look at the possibilities 
offered by an alternate form of economic association—the Canadian Federa- 
tion itself. It is important to judge, in light of the Parti Québécois’ own 
evaluations, the extent to which its highly ambitious program could be imple- 
mented within the Federation. 


Those who support separation, referring adroitly to the association experi- 
ments conducted elsewhere in the world, have a tendency to represent their 
proposal as a natural and normal development which is part of a worldwide 
trend. In conclusion, we must ask ourselves whether one can compare the 
position of two states that desire closer co-operation and economic integration 
to the situation where one of two “states” expresses the desire to reduce 
substantially the degree of co-operation and economic integration. 
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Chapter I 


The Various Types of Economic Association 


Every concept of economic association implies, in addition to economic 
co-operation, a certain degree of integration. Co-operation is merely an 
attempt to reduce the discrimination that various states practice toward the 
producers of other states. Integration, on the other hand, requires economic 
measures which abolish once and for all certain forms of discrimination. The 
negotiation of multinational agreements with a view to lowering customs duties 
is an example of economic co-operation. The complete abolition of these duties 
between two or more nations is, on the other hand, an example of economic 
integration. Whether the customs duties are eliminated in a single step or 
gradually is of secondary importance: what is essential is that the complete 
elimination of discrimination, in the immediate future or by some later date, be 
the object of the integration or association agreement. 


There may be various degrees of economic integration within the frame- 
work of an association depending on the exact content of the integration 
agreement. Between two or more nations, several levels of integration are 
possible. Moving from the least to the most integrated, one can distinguish 
among: 


e a free trade zone; 
e a customs union; 
e a common market; and 


e an economic and monetary union. 


As we shall see, each time one moves from a lesser to a greater degree of 
integration, an increasing proportion of the economic powers of the nation 
states must be delegated to supranational institutions. Furthermore, the deci- 
sion to move from one degree of integration to another is generally made after 
the weaknesses and limitations of the lower level have been noted. Supranation- 
al powers are very limited in a free trade zone but they are very important in a 
common market and even more so in an economic and monetary union. 


What is the reason for this increasing interest in economic association, 
that is, in larger and better-integrated economic areas? Economic theory 
provides an explanation. To summarize: 


e A large economic area makes available a greater variety of resources. 


¢ A larger population provides a larger market which allows for 
product specialization and increased economic efficiency which 


accompanies such specialization. 


e Companies, once they have specialized, benefit by being the techni- 
cally optimal size and thus enjoy increased efficiency due to econo- 
mies of scale. 


e Technically optimal production units reduce the costs of their prod- 
ucts and produce savings for other manufacturing activities using 
their products. 


e Efficient production produces high returns which, in turn, encourage 
further investment. 


e Since the factors of production are used more efficiently, the pros- 
pects for growth are better. 


e Finally, having more varied resources and economic activities, larger 
markets have greater short-term stability than small markets sensi- 
tive to outside economic influences. 


In free trade zones and customs unions, it is only the products that are not 
subject to discrimination. In the more integrated forms of association, such as 
common markets and economic unions, the factors of production also enjoy 
freedom from discrimination and the same freedom of movement as products. 


Free trade zone 


In this type of association, two or more countries eliminate tariff barriers 
and other restrictions to trade within the association but they retain their 
individual trade policies respecting third countries which do not belong to the 
zone. Thus, every country which is a member of the free trade zone retains 
control of its own trade policy except with respect to trade within the zone. 


This kind of association is not without problems; the maintenance of 
different customs duties and regulations with respect to third countries invites 
the diversion of trade, production and investments. 


Where trade is concerned, diversion becomes a possibility when the 
differences between the tariff barriers of the various member countries of the 
zone are considerable. A product will enter the zone through the country which 
imposes the lowest duties and then, if transportation costs permit, it will be 
trans-shipped to all the countries in the zone with higher duties. Such a 
procedure is obviously in contradiction of the basic principle of the free trade 
zone. 


The distribution of production facilities within the zone can also be 
influenced as a result of differences in trade policies. When, in order to produce 
certain goods, a manufacturer must use intermediate products from a third 
country, he will tend to produce these goods in the country which levies the 
lowest customs duties for the intermediate products he needs. For example, an 
automobile manufacturer might look for the member country with the lowest 
duty on steel imports. 


Finally, since production may be influenced by disparities in customs 
duties, the distribution of investment between countries may also be influenced. 


Both the investors of the member states and foreign investors will concentrate 


their capital investments in the country which offers the maximum tariff 
advantages for their particular product. 


The free trade zone thus presents each of its members with the challenge 
of following its own trade policies without being penalized by another member 
of the zone. Moreover, if one of the members of the zone decides to radically 
change its trade policy toward a third country, it immediately raises new 
possibilities of diversion of trade, production and investments and it also alters 
the balance of the common advantages which served as a basis for the original 
association agreement. Thus, even an association as limited as the free trade 
zone assumes a minimum of co-ordination in the trade policies of all the 
members. 


It was in recognition of the need for such co-ordination that the Conven- 
tion establishing the European Free Trade Association (EFTA) stipulated that 
all members must receive advance notification of any change in a member 
country’s tariff system and it forbade the use of direct or indirect export 
subsidies (articles 6.4 and 13.1). 


In order to avoid diversions of trade, production or investments, the 
experiments in free trade zones have been obliged to have recourse to complex 
regulatory mechanisms: the percentage rule and the processing rule. 


Under the percentage rule, products that circulate freely in the zone must 
contain a specific proportion of value added generated within the zone. This 
proportion is always somewhat arbitrary. Britain, during its participation in 
EFTA, stipulated that all products which contained at least 50 per cent 
internal value added (raw materials, intermediate products, energy, remunera- 
tion for factors of production) in their industrial selling price would be 
considered to be products from within the zone. 


This rule is difficult to apply. Accounting rules may differ from one 
country to another and thus produce injustices. Furthermore, the world prices 
for certain raw materials and intermediate products may undergo considerable 
fluctuation and temporarily disqualify certain products, so that products must 
constantly be reclassified in order to ensure stability in production. The same 
raw materials or intermediate products may represent variable proportions in 
the producer’s selling price, depending on the quality of the finished product. 
The system may also encourage producers to raise prices in order to qualify as 
domestic producers and then offer large discounts to purchasers. It is difficult 
to administer the rule, since it requires numerous checks: this problem is 
exacerbated by the fact that it is in the interests both of the producer and of 
the country of which he is a national to prove the domestic origin of the 


product and thus avoid paying duties. 
Because of these difficulties of application, simplification in the monitor- 


ing has been envisaged. It would be sufficient to define processing rules: a list 
of manufacturing processes would be drawn up and the country of origin of a 


product would be the one where the significant manufacturing process had 
taken place. Although this rule makes it possible to avoid some of the 
difficulties which beset the percentage rule, it gives rise to other complications. 
The first and most important is the difficulty in drawing up an unambiguous 
list of manufacturing processes. Furthermore, though the rule may be applied 
in a relatively simple way for some products (textiles, clothing, footwear), it 
becomes much more complex in production processes such as the manufacture 
of machinery, chemical products and so on. Finally, administrative control of 
the application of the processing rule undoubtedly requires as large and 
cumbersome an administration as does the percentage rule. 


The free trade zone form of economic association has rarely been used 
because of its inherent difficulties and cumbersome nature. Moreover, none of 
them survived in its initial form more than 10 or 20 years. The Sweden-Nor- 
way free trade zone was dissolved in 1895 because their foreign trade policies 
differed considerably, with the result that there were major diversions of trade. 
As for the European Free Trade Association, it was, from the beginning, a 
marriage of convenience and its primary aim was to encourage trade between 
the members of the zone and the original member countries of the European 
Economic Community (EEC). It is interesting to note, however, that the 
failures of the free trade zone lead to its members’ seeking a more developed 
form of association. 


Customs union 


The customs union is a more integrated form of association: it abolishes all 
the obstacles to trade between the members of the union (notably tariff 
barriers, quotas and discrimination at the administrative level); it imposes a 
common trade policy toward third countries, with common tariffs and common 
rules with respect to quantitative and administrative discrimination, and 
finally, it requires an agreement among the members on the sharing of customs 
receipts for the union as a whole. 


Whereas within a free trade zone the member countries delegate only 
limited powers to a supranational institution, except those required to resolve 
problems caused by the diversion of production and investment, in a customs 
union the member states must delegate more responsibilities to supranational 
authorities, and they must give them the means to manage the common trade 
policy. 


The theoretical advantages of a customs union 


By removing all obstacles to trade within the union, the member states try 
to maximize production efficiency by encouraging specialization and seeking 
economies of scale and external economies. In theory, economic activity should 
tend to develop in the most favourable geographic locations since the only 
discrimination which remains is a natural discrimination—distance and the 
cost of transportation. 


Each member country will thus specialize in the products which it can 
produce more cheaply than the other countries in the union. As a result, the 
member country which can provide certain products at the lowest price will 
generally become the only supplier of these products to the union as a whole. 


Within each of the member countries, the customs union will have a 
certain number of effects on production and consumption. 


Let us first review the production effects. After the abolition of customs 
barriers, supplies will be bought from the member countries capable of 
providing finished products, intermediate products or primary products at the 
best prices. This is a positive result of the union, since the union provides free 
access to the most efficient producer. But, because of the common tariff 
applicable to products from outside the union, the most efficient producer in 
the union will also find himself protected against “foreign” competition. 
Within a given country, the tariff structure before the union might very well 
have left the door open for the import of products at very low prices. The new 
common tariff may, on the contrary exclude such imports. Thus, this may be a 
negative result of the arrangement. 


The customs union may produce the same kind of effects for consumption 
as it does on production. After the elimination of customs duties within the 
union, the products of a member state with lower prices will replace those 
products of another member with higher prices: domestic consumers will thus 
benefit. But it is also possible that because of the new common tariff, products 
manufactured within the union will henceforth replace products from third 
countries with even lower prices. If this happens, domestic consumers suffer. 


Since every customs union has, by definition, both these positive and 
negative effects on international trade, economists tend to consider such 
arrangements, in comparison with the theoretically ideal solution of free trade, 
as second best. 


It should also be specified that over the long term, the intensification and 
increased efficiency of production within the union should bring higher returns 
than the member countries would have received without association. The 
progressive utilization of economies of scale, the increase in competition and a 
greater effort in research and development and innovation, are all factors 
which add to the positive effects and reduce the negative effects of the customs 


union. 

It is generally believed that a customs union has more chance of producing 
favourable results if the partners’ economies are similar and therefore in 
competition among themselves, rather than if they are different and comple- 
mentary. In fact, two complementary economies (one agricultural and the 
other industrial, one producing primary products and the other finished goods) 
would not gain anything special from association: being complementary they 
would have been obliged to trade extensively with each other before the 
customs union. Moreover, what is important for a customs union is not trade as 


it exists but the capacity to develop new trade. 


The problems of administering a customs union 


The administration of a customs union is complex. It is necessary to 
manage the common trade policy, administer the duties and excise taxes, 
establish formulas for sharing the customs receipts, and avoid the ever-present 
possibility of manipulation of transportation rates. 


a. A common trade policy 


The first challenge is to negotiate an exterior tariff common to all 
members of the union. Obviously, each country will try to obtain adequate 
protection for all products it considers essential to the health of its economy 
and the least possible protection for the products it must import. The negotia- 
tion of a common tariff is thus a difficult operation since the interests of the 
future members of the union converge only in a limited number of cases. 
Moreover, the problem resurfaces every time multilateral trade negotiations 
oblige the members to define a new common position. 


The question of trade quotas must also be addressed. The member 
countries must agree either to eliminate quotas restricting trade between them 
in accordance with a precise schedule or to delay dismantling these quantita- 
tive trade restrictions. The issue seriously complicates the administration of the 
common trade policy. Moreover, the member countries must monitor the 
establishment of cartels through which the producers of various member 
countries may try to limit competition by dividing among themselves the 
market for various lines of products. 


b. The administration of customs duties and excise taxes 


It is important that the customs legislation be interpreted and applied in a 
uniform way within the customs union; otherwise the imports from third 
countries will try to enter the union through the member country with the 
customs legislation which seems most advantageous to the importers. In unions 
in which one member was much more important economically than the other 
(France and Monaco, for example), the administration of customs duties was 
simply left to the large country. 


Finally, if the excise duties are different as between member countries and 
no standardization is provided for in the union treaty, border controls remain 
indispensable within the union. 


c. The sharing of customs receipts 


When the member countries are homogeneous (comparable in their 
development and having the same degree of dependence on imports), there is 
no reason why the customs receipts should not be divided up proportionally 
according to population. This was the rule in the economic and customs union 
between Belgium and Luxembourg. 


If certain member countries are large importers while others import less, 
the union must take account of this difference. Thus in the German Zollverein, 
a 19th century customs union, the cities of Frankfurt and Hanover received up 


to four times more of the customs receipts than would have been the case had 
population shares applied. 


The sharing of customs receipts can never be done according to the points 
of entry since they are often different from the points of consumption. The 
fairest apportionment would be based on the actual use or consumption of the 
imported products but this would require a very cumbersome administration to 
keep a complete account of imports according to their final destinations. 


Finally the distribution question may simply be avoided if the customs 
union co-exists with a form of political union: then it is sufficient to consider 
that the customs receipts are part of the funds for financing the common 
institutions. This was the case in the Austrian-Hungarian customs union. 


d. The manipulation of transportation rates 


Certain member states may be tempted to take advantage of their 
geographic positions in order to favour their own exports by discouraging the 
movement through their territory of foreign products intended for other 
members of the union. Thus the union treaty must stipulate uniform transpor- 
tation rates and forbid any discrimination with respect to the trans-shipment of 
goods for other members of the association. It is clear, then, that a customs 
union, which is a relatively simple form of economic association, nevertheless 
presents a number of administrative complications, and requires a complex 
administrative structure. 


Example of a successful customs union: Benelux 


The treaty establishing the customs union of Belgium, the Netherlands 
and Luxembourg (Benelux) was signed in 1944. The institutions set up at its 
establishment have remained essentially unchanged. 


The most powerful body in Benelux is the Committee of Ministers, 
composed of at least three members of the cabinets of each of the three 
member countries. It is responsible for the application of the treaty and issues 
instructions to that end. The committee’s decisions are taken unanimously and 
are binding on the three governments. The committee can also formulate 
suggestions which, however, do not commit the governments. 


The Committee of Ministers also has two consultative bodies: the Eco- 
nomic and Social Advisory Council, which is based on the national economic 
and social councils, composed of representatives of employers’ and employees’ 
associations, and the Consultative Interparliamentary Council, composed of 49 
members of parliament from the three countries and designated by the national 


parliaments. 


The Council of Economic Union is composed of civil servants from the 
three countries and acts as an intermediary between the Committee of Minis- 
ters and the numerous regular and special committees of Benelux. The Council 
of Economic Union issues directives, co-ordinates the work of the committees 
and transmits the results of the work to the Committee of Ministers. 


In addition to the Council of Economic Union, there are two other 
permanent councils, the presidents of which are members of the Council of 
Economic Union. They are the Administrative Customs Committee and the 
Committee for Trade Agreements. The former is responsible for harmonizing 
legislation and regulations with respect to the collection of import duties. The 
latter is responsible for co-ordinating the trade agreements that the member 
countries desire to conclude individually with third countries; its objective is to 
develop a common trade policy toward the rest of the world. 


The treaty also specifically mentions seven regular and five special 
committees, but the Committee of Ministers may increase the number. The 
regular committees are concerned with foreign economic relations, monetary 
and financial affairs, industry and commerce, agriculture, food and fisheries, 
customs and indirect taxation, communications and social questions. The five 
special committees deal with co-ordination of statistics, comparison of govern- 
ment budgets, public tenders, public health and a variety of other matters. 


Finally, there is a legal authority, the Arbitration Tribunal, divided into 
various arbitration sections. The president of the tribunal is chosen from a list 
drawn up by the Committee of Ministers. The various sections rule on disputes, 
suggest amicable settlements and where necessary fix damages. These decisions 
may be appealed to the International Court of Justice. 


In 1960, this customs union became an economic union. Such a move 
toward a more advanced form of association is considered natural. 


Common market 


Free trade zones and customs unions ensure the free movement of goods 
throughout the territory involved. Common markets add to this aim the free 
movement of factors of production, persons and capital. When integration 
involves both markets for products and the factors of production, the national 
economies become much more interdependent, resulting in an increased need to 
co-ordinate national policies. There is thus an important political aspect to the 
formation of a common market. This was very clearly expressed in the plan of 
action presented by the Commission of the European Economic Community on 
October 24, 1962: it stated that the economic integration of Europe was 
essentially a political phenomenon. 


A first successful trial: the ECSC 


An undertaking as ambitious as the formation of a common market 
requires extremely detailed preparation. Preparation for the European Eco- 


nomic Community was done on a sectoral and, therefore, limited scale, through 
the experience acquired in setting up and perfecting the European Coal and 
Steel Community (ECSC). Instituted in 1951, this community began opera- 
tions during the first quarter of 1953. Whereas unions of other sectors such as 
agriculture and transportation had been suggested at about the same time as 
the ECSC proposal, they were not realized. The success of the ECSC must be 
attributed to two factors: first, it proposed amalgamating industrial sectors 
with similar working conditions, methods of production and levels of produc- 


tivity in the six member countries; second, the ECSC had institutions with real 
supranational authority. 


_The ECSC treaty, covering a 50-year period, established institutions 
similar to those later to be set up for the Common Market by the Treaty of 
Rome: 


¢a High Authority of nine members, eight of whom are chosen by 
agreement among the six governments and the ninth co-opted. The 
members are appointed for six years and do not represent their 
respective governments. They are empowered to make decisions, by a 
majority vote, in the common interest as defined in the treaty. 


a Council of Ministers composed of members of the governments of 
the contracting countries. In certain specific cases, enumerated in the 
treaty, in which the action of the High Authority may conflict with 
the economic policies of the member states the Council of Ministers 
must give a majority opinion. The majority required most often is 
two-thirds. 


a European Parliament, initially called the ECSC European Parlia- 
mentary Assembly and then renamed in 1962 because its jurisdiction 
was extended to the European Economic Community and Euratom. 
It is a political body, exercising general supervision over the High 
Authority. Its members are designated by their respective national 
parliaments and meet annually. The most important power this 
parliament has is the possibility of passing a motion of censure, with 
a two-thirds majority, which would oblige the High Authority to 
resign immediately. 


a Court of Justice, made up of seven magistrates, with supranational 
status, responsible for ensuring respect for the law in the interpreta- 
tion of the treaty. 


the ECSC Consultative Committee composed of an equal number of 
representatives from three groups: producers, workers, and consum- 
ers and traders. The committee advises the High Authority and its 
members are named by the Council of Ministers. 


The central objective of the ECSC was to establish a true common market 
for two products—coal and steel. It was thus necessary, where these two 
products were concerned, for the national governments to renounce all duties, 
quotas or quantitative restrictions. The governments also had to give up all 
subsidies or special taxes which would influence competition. It was decided in 
particular that indirect taxes would be applicable in the country of destination 
rather than the country of origin. In addition, all discriminatory practices with 


respect to transportation would be abandoned. Discriminatory practices with 
respect to prices of products were also to cease; to this end, price lists and 
conditions of sale were published. Finally, any internal cartels would be 
dismantled and vertical concentration forbidden. However, the iron and steel 
cartel of the Six was maintained for sales to third countries. 


The High Authority, in its responsibility for the efficient operation of the 
coal and steel markets, has singularly broad powers. In addition to providing 
information, research and co-ordination, it can carry out trade negotiations 
with third countries. Further, it defines general aims for the industries under 
its jurisdiction and obtains the companies’ individual investment programs. In 
cases where it considers that an investment program would not be viable 
without subsidies, protection or other forms of aid, it has the power to forbid 
the company any investment beyond its own funds. It levies a tax on the 
enterprises under its jurisdiction, has the right to issue bonds, and may 
participate financially in investment projects using its own funds or part of the 
proceeds from its issues. Finally, it has facilitated the conversion of enterprises 
and the movement of workers by compensating businesses, financing occupa- 
tional retraining and assisting in the construction of housing. 


However, it is in periods of instability that the powers of the High 
Authority appear particularly important. It has the power to set minimum and 
maximum prices according to the overall economic situation. If there is serious 
overproduction, it may authorize the member states to apply import restric- 
tions and, with the agreement of the Council of Ministers, establish production 
quotas for each enterprise. When there are shortages, it may redistribute 
resources among the member states and, with the unanimous agreement of the 
Council of Ministers, among the various users. 


The European Economic Community 


In the light of the successful establishment of the European Coal and Steel 
Community, a broader common market—the European Economic Communi- 
ty—was initiated. Its institutional framework is modelled after the ECSC. The 
European Economic Community is headed by a commission, but the powers of 
this commission are less broad than those of the High Authority. Since, 
however, the community affects almost all aspects of the economic lives of the 
member states, while the ECSC affects only two specific sectors, the role of the 
commission is extremely important. The commission of the community drafts 
and implements the decisions taken by the Council of Ministers, has the right 
to initiate studies and ensures the application of the treaty. Thus, it may 
summon before the Court of Justice countries, enterprises and individuals 
contravening the rules of the treaty. 


The Council of Ministers, the Parliament and the Court of Justice monitor 
three institutions: the European Economic Community, the ECSC and Eura- 
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tom. (The last, created at the same time as the community, is responsible for 
promoting peaceful uses of atomic energy in the member states.) The Econom- 
ic and Social Committee provides a consultative role for the community. 


Since the community is involved in all areas of economic life, it has had to 
establish a certain number of special institutions: 


ea European Investment Bank contributes to regional development of 
the common territory by making, or facilitating, investments in the 


regions which would not normally be favoured by the free movement 
of capital; 


ea Social Fund encourages geographical and occupational mobility of 
manpower within the community by contributing financially to 
programs facilitating such movement; 


ea European Agriculture Fund finances the community’s agricultural 
policy; 


e the European Development Fund administers the community’s aid 
programs for associated developing countries. 


The European Economic Community’s first task was to get its member 
states to remove customs tariffs between them and to introduce a common 
external tariff with respect to third countries. Internal customs duties and taxes 
equivalent to customs duties were eliminated and a common external tariff was 
achieved in less than 10 years after the Treaty of Rome came into force 
(January 1, 1958). Import quotas for manufactured goods were eliminated 
within three years and those for agricultural products within just over 10 years. 
Thus, the free movement of goods was achieved in a relatively short time: this 
must be largely attributed to the exceptionally favourable overall economic 
situation in Western Europe between 1958 and the early 1970s. 


It rapidly became clear that, in addition to the abolition of customs tariffs 
within the community, it would be desirable for indirect taxation to be 
co-ordinated in order to avoid either the erection of fiscal barriers or the 
introduction of an overly cumbersome administrative system entailing numer- 
ous compensatory taxes and tax rebates. Gradually the member states came to 
accept the principle of a value-added tax (VAT) and unified rates for this tax. 


Co-ordination was then extended to energy problems. The main concern in 
this area was that the numerous public enterprises in the energy field could, if 
they wished, alter the conditions of competition by establishing rates favour- 
able to their consumers. Some co-ordination of energy prices thus seemed to be 


a worthwhile aim. 


There are also analogous problems in the transportation sector, where 
discriminatory measures could be introduced and affect competition. Thus, fair 
rates must be set which will not favour domestic products over products from 


the other countries in the community. 


11 


Moreover, under articles 103 and 105 of the Treaty of Rome, short-term 
economic and monetary policies are considered to be of common interest and 
the member states are obliged to co-ordinate these policies in close co-operation 
with the community institutions. Although the commission has a short-term 
Economic Policy Committee and a Monetary Committee, which are respon- 
sible for such policies, it appears that the results in these areas have been 
rather modest. From time to time very divergent policies are pursued. But it is 
obviously in these areas that the question of the sovereignty of the member 
states is closely affected. 


Even before the European Economic Community was established, the 
member states had similar regional objectives: they all wished to avoid 
excessive concentration of activities for economic, social and political reasons, 
and to obtain a better balance of activities by favouring certain underdeveloped 
areas. The same policy was taken up by the community. The European 
Investment Bank was to assist the less developed countries in the community 
and to participate in regional development investments. Southern Italy, for 
example, has received financial assistance from the bank. Other regions have 
also received aid: the electrification program in Brittany was partially financed 
by the European Investment Bank. 


The principle of free movement of persons implied such freedom for all 
occupational categories. Gradually the right to practice any profession in 
another member state was accepted and the obstacles, imposed by the profes- 
sional organizations, were systematically reduced. With respect to social 
affairs, the community is required, under the treaty, to urge the member states 
to equalize the salaries of men and women for the same job and to provide 
comparable paid vacations. The European Social Fund may be likened to a 
compensation fund providing community financing to facilitate the process of 
integration and the retraining and relocation of workers thus affected. 


The community must also monitor the conditions of competition. This part 
of the treaty is inspired by the American anti-trust legislation and the German 
legislation against cartels. While the ECSC makes direct regulations in this 
area, the EEC attempts to preserve competition through the principle of 
non-abuse of controlling positions. A qualitative principle of this kind is 
obviously difficult to apply. It is not agreements between companies that are 
forbidden—they may even obtain legal recognition provided they are regis- 
tered—but rather the potential harmful effects of these agreements. The Court 
of Justice has almost never been called upon to rule on such cases. 


One of the most difficult questions to resolve was the common agricultural 
policy. It was in this sector that the differences were particularly pronounced 
and where support policies clearly involved the transfer of revenue from 
consumers in certain member states to producers in others. The council 
determines the guiding prices for the various agricultural products, which are 
much higher than those of world markets; the community imposes taxes on 
imports from third countries and these levies represent the differences between 
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the “European” guiding price and the import price. When agricultural prod- 
ucts are exported from the community, they must be exported at the interna- 
tional price and the community pays compensation covering the differences 
between the guiding prices and the export prices. The European Agricultural 
Fund is the body empowered to carry out these transfer operations. In addition, 
the fund intervenes in domestic markets to maintain the guiding price levels by 
stockpiling. Production guidelines also exist for each member state; therefore 
the fund is not responsible for financing permanent structural imbalances. 


Toward a confederation of the states of Western Europe 


On the whole, the Common Market has had considerable success, particu- 
larly with respect to the free movement of goods and persons. In other areas, 
however, the results have been more modest: the free circulation of capital has 
not been achieved among all the member states; the co-ordination of fiscal and 
monetary policies has been very limited; the common agricultural policy 
involves major diversions of funds, administrative complexities and high food 
costs, and the regional policy has had little impact. 


The president of the Commission of the European Economic Community, 
Roy Jenkins, recently emphasized the problems arising from the absence of a 
monetary union when he cited the “clear and consistent complaint by European 
businessmen that it is difficult, almost impossible, to plan a rational European 
dimension to their enterprises with the present exchange rate risks and inflation 
uncertainties as between member states.” 


This is why, during his current term, Mr. Jenkins has revived the idea of a 
European monetary union. According to Mr. Jenkins, the economic strength of 
the community “would be comparable to that of the United States, were it not 
for our monetary divisions and differences.” In his opinion “economic welfare 
in Europe would be improved substantially if the currencies were integrated,” 
while without such integration “the potential benefits of the community as a 
common market are far from fully achieved.” 


The survival of the European Economic Community, despite its difficul- 
ties, is undoubtedly because the EEC represents a step toward a political 
goal—that of forming a confederation of the states of Western Europe. Since 
the end of the Second World War, unification of Western Europe has been 
pursued for two reasons: some degree of political integration would serve as a 
guarantee against the possibility of the revival of historical antagonisms and 
Europe could become a partner equal to the two great powers, not only 
economically but also politically. 


Again recently, a member of the Commission of the European Economic 
Community, Mr. Giolitti, stated that the community was not established with 
the sole aim of running a common market; it was also to promote unity and 
solidarity among the various peoples, and to be concerned with problems 
affecting their daily lives such as job creation, the construction of factories, the 
upgrading of transportation facilities and many other matters. 
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The economic development of the last few years having been much less 
favourable than during the preceding period and new members having entered 
the community and three others preparing to do so, the EEC is passing through 
a difficult period. The election by universal suffrage of the European Parlia- 
ment could lead to the development of supranational solidarity. However, every 
step toward greater integration will henceforth affect areas considered essential 
from the point of view of national sovereignty. Such steps will thus be taken 
only with the greatest caution. 


Economic and monetary union 


There is only one example of economic and monetary union, that of the 
Economic and Customs Union between Belgium and Luxembourg. The con- 
vention establishing an economic union between Belgium and the Grand Duchy 
of Luxembourg dates from July 25, 1921. 


This union was, in some sense, an accident of history. Between 1842 and 
1918, the Grand Duchy belonged to the Zollverein, the customs union of the 
German states. When the Zollverein was dissolved at the end of the First 
World War, the small country of Luxembourg, highly specialized and shaped 
by belonging to a huge market for 76 years, had to find new partners capable 
of maintaining its economy. " 


Luxembourg first considered uniting with France. A large majority of the 
population, consulted by referendum, favoured economic union with France 
rather than Belgium. Despite the result of the referendum, France declined and 
Luxembourg had no choice but to negotiate with Belgium. 


The Economic and Customs Union between Belgium and Luxembourg 
was originally conceived as a complete economic and monetary union. After- 
ward, it underwent various changes dictated by circumstances, but the basic 
principles were not altered. 


The rules of the union are simple: each country retains its own customs 
administration, each one being responsible for the products entering the 
national territory from third countries. The revenue from common customs and 
excise duties is paid into a common fund. The expenses of both customs and 
excise administrations are deducted from this fund, and the remainder is 
divided proportionally by population. Since the populations of Belgium and 
Luxembourg were estimated in 1921 to be 7.5 million and 275,000 respectively, 
one 29th of the revenue went to the Luxembourg government and the rest to 
Belgium. 


The customs union was seen, from the beginning, as meaning a common 
trade policy: it was understood that Belgium should urge every country with 
which it had trade agreements to extend the benefits to Luxembourg as well; it 
was also stipulated that every new trade agreement should be negotiated in the 
name of the union after consultation with the Luxembourg government. 
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The 1921 treaty made no mention of quotas, which only became wide- 
spread during the 1930s economic crisis. Both Belgium and Luxembourg 
introduced quotas at that time: certain quotas were imposed as common quotas 
because Luxembourg accepted Belgium’s decision after the fact. In other cases, 
however, the two countries imposed separate and sometimes contradictory 


quotas. The 1935 convention corrected this anomaly by making quota systems 
part of the common trade policy. 


The customs union was only a part of the convention setting up the union: 
the other part involved the establishment of monetary union. The common 
monetary unit is the Belgian franc, with a marginal and strictly limited number 
of Luxembourg francs in circulation in Luxembourg alone. Except for a 
four-year period (1935-39), the two francs have had the same exchange rate, 
which simplifies all the financial operations between the two countries as well 
as the distribution of common customs revenues. 


During the brief interval from 1935 to 1939, Luxembourg did not devalue 
at the same rate as Belgium, and the experience left a rather bad memory 
because of the complications that arose through the use of the Belgian franc as 
a legal means of payment in Luxembourg. Since there was free movement of 
goods between the two countries, Luxembourg goods found it difficult to 
compete with Belgian goods and Luxembourg had to subsidize entire sectors of 
the economy. As a result, it also had to exert much greater deflationary 
pressure on costs and prices than Belgium. 


The Banque Nationale de Belgique is responsible for the monetary and 
financial policy for the union as a whole. It is Belgium that, since the war, has 
set the exchange rate for the Belgian and Luxembourg currency. The total 
amount of bills and coins issued by the Luxembourg government may not 
exceed one 29th of the currency legally authorized by the Banque Nationale de 
Belgique, plus 150 million francs. The Banque Nationale de Belgique may 
advance funds on demand to the Luxembourg government to a nominally fixed 
limit, at the present time a total sum, in Canadian dollars, of about 10 million. 
The general use of Belgian francs in the Luxembourg economy is covered by a 
treasury bond from the Luxembourg government given to the Banque 
Nationale de Belgique, a bond which bears no interest but a fraction of which 
must be amortized by the Government of Luxembourg. If the union should be 
dissolved, the bond would have to be redeemed. On the other hand, the 
Government of Luxembourg receives a share—again in proportion to the 
respective populations, or one 29th—of the profits of the operations of the 
Banque Nationale de Belgique. It also shares in the benefits of any revaluation 
of the holdings or exchange reserves of that bank. There is an agency of the 
Banque Nationale de Belgique in Luxembourg, and the Luxembourg banking 
institutions may rediscount through that agency. 
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The administrative format 


At the beginning, the Economic and Monetary Union between Belgium 
and Luxembourg had limited common administrative institutions. There were 
only three institutions, all of which were modest in scope: 


e the Superior Council of the Union, a consultative body responsible 
for ensuring liaison between the two governments in order to imple- 
ment the convention. The council was composed of five members 
(three Belgians and two Luxembourgers), the president being chosen 
from the three Belgians. 


the Joint Administrative Council, responsible for ensuring that the 
customs union was administered coherently. The council was com- 
posed of three members, two of whom, including the president, were 
Belgian nationals, and the third a Luxembourger; all three were 
chosen by their respective governments. The Joint Administrative 
Council performed the day-to-day administrative duties of the union: 
it standardized interpretation of the customs and excise laws, tariffs 
and regulations, established common estimates, calculated the share 
of the common revenue due to each of the contracting governments 
and drafted opinions on subjects referred to it by both governments 
with respect to customs, excise taxes, revenues and expenditures. 


e the Arbitration Tribunal, which was to resolve disputes that might 
arise between the two governments on the interpretation and applica- 
tion of various clauses of the convention. 


The overall administrative structure contained some serious shortcomings 
and little significant progress was achieved until 1963, when a new protocol 
substantially altered the organization. 


At that time, a Committee of Ministers became the highest decision-mak- 
ing body, permitting exchanges between the two governments concerning both 
common policies and administration. A new Customs Council was given 
responsibility for interpreting customs laws, tariffs and regulations. Finally, an 
Administrative Commission inherited the duties of the former Superior Coun- 
cil of the Union and some of those of the former Joint Commission. 


The role of the principal partner 


There is greater equality of representation in the new institutions. The 
Committee of Ministers and the Administrative Commission now have an 
equal number of ministers and public servants respectively from both countries. 
The Customs Council, on the other hand, is composed of three members; two, 
including the president, are Belgian subjects and the third a Luxembourger. 
This development, however, does not alter the reality that Belgium has the 
deciding balance of power. The economic weight of Belgium on the one hand 
and the broad correspondence between the economic interests of the two 
partners on the other, has made it possible to find mutually satisfactory 
solutions without recourse to votes or arbitration. This is demonstrated by the 
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fact that the Arbitration Tribunal, although it continues to exist on paper, has 
never had a case to decide. 


In 1972, a change was made with respect to the apportionment of customs 
revenues. At the request of Luxembourg, a relatively larger importer than 
Belgium, the customs revenues would henceforth be shared proportionally, not 
on the basis of the respective populations, but on the basis of the imports 
actually made by the two nations from third countries. 


With regard to monetary co-operation, the role of the principal partner, 
Belgium, is unquestionable. There is no provision for Luxembourg to be 
represented on the board of directors of the Banque Nationale de Belgique. As 
for the Institut belgo-luxembourgeois de changes, an institution responsible for 
regulating exchange operations, it is headed by the governor of the Banque 
Nationale de Belgique and directed by a council of nine members (including 
the president). Three of them are Luxembourg citizens: the president of the 
Luxembourg Banking Commission and two representatives of the Luxembourg 
ministry of finance. 


On the whole, the economic and financial policy of the union is largely 
dominated by Belgium. It is the economic conditions in Belgium that guide 
these policies. 


Beyond the results obtained with respect to economic and financial 
integration, the Economic and Customs Union between Belgium and Luxem- 
bourg has been noteworthy for the equality of treatment accorded the citizens 
and enterprises of the two partners: the subjects of both countries are free to 
move or to establish companies throughout the territory of the union. All 
public tenders are open to enterprises of both countries. 
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Chapter IT 


The Parti Québécois and the Concept of Association 


Evolution of the views of the Hon. R. Lévesque, Premier of 
Quebec 


Since René Lévesque became its leader, the Quebec separatist movement 
has favoured close economic association with the rest of Canada. This is clearly 
outlined in Mr. Lévesque’s manifesto and in his book Option Québec, published 
in 1968. 


As stated by Mr. Lévesque, Canada and Quebec have developed “comple- 
mentary activities” and “innumerable close economic ties” in an overall 
climate of interdependence. It is therefore important to maintain this common 
framework. An economic association of the two states would be best suited to 
the common interest and would feature “a monetary union, a common tariff 
policy, a postal union, joint handling of debt, policy co-ordination...” 


In the chapter on economic association in Option Québec, Mr. Lévesque 
wrote as follows: 


We suggest that Quebec place on the bargaining table a proposal for 
association to include a monetary union and a “common market” as 
well as their logical complement: co-ordination of fiscal policies. 


The protocol for a “common market” type of association would cover a fairly 
long period, whereas the initial monetary union agreement would cover a trial 
period of five years. If both sides saw the results as being satisfactory, the 
monetary agreement could be renewed. The Bank of Canada would become a 
“joint venture” of the two associated states, with equal representation on the 
board of directors and alternative appointment to the position of governor- 
president. ““This bank would issue and regulate a common currency, manage 
the reserves and debt and protect the stability of the two states in an 


administratively joint manner.” 


The common market proposal contains plans for a customs union which 
would prohibit the levying of any customs duties on trade between the two 
member states and would require a common tariff barrier against third 
countries. The customs union agreement would correct certain “anomalies” in 
the present system and would be in force for at least 20 years. Any subsequent 
alteration of tariffs would result from regular consultation by the two ministers 
concerned, who would have to agree on the advantages and disadvantages of 


any proposed changes. 


Mr. Lévesque recognized that orderly operation of the monetary and 
customs union would require the co-ordination of fiscal matters. This co-ordi- 
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nation would be carried out by standing joint committees of government 
officials appointed by the two states. These joint committees would form “a 
well-integrated unit under a secretary-general and would constitute the high 
administrative authority of the association. A court of arbitration would also be 
necessary.” Mr. Lévesque enumerated the institutions required for an econom- 
ic association along the lines of the Common Market, the Benelux union and 
the economic union between Belgium and Luxembourg. 


There could be complementary agreements, too, on other areas requiring 
co-ordination. For example, the text mentions the St. Lawrence Seaway, the 
problems of minorities, radio and television exchanges, citizenship and the free 
circulation of manpower. The proposal also calls for “regular meetings of joint 
councils of ministers and relatively frequent sessions involving delegations from 
the two Parliaments.” 


Since 1968 Mr. Lévesque has largely adhered to this concept of sovereign- 
ty-association: this is the same approach that he took in his speech to the 
Economic Club of New York on January 25, 1977: 


This new partnership could take the form, essentially, of a common 
market based on a customs union, permitting free passage of 
persons, goods and capital, as in the countries of Western Europe. 
Additionally, if the desire is mutual we are ready to go further, as 

far as monetary union, which obviously would allow for political ~ 
change to be implemented with a real minimum of uncertainty in 
economic affairs. 


Evolution of the views of the Parti Québécois 


The program of the Parti Québécois, on the other hand, indicates a 
concept which is different from that sometimes expressed by the party leader. 
In successive versions of the PQ program, the party and its members have 
increasingly emphasized the sovereignty content of the separatist program and 
de-emphasized the details of economic association with the rest of Canada. 


For the 1972 congress, the party prepared a brochure entitled Quand nous 
serons vraiment chez nous (When we are truly our own masters), the final 
chapter of which is devoted to Quebec-Canada relations. It refers to the 
relationships Quebec would have to maintain with Canada after independence. 


The brochure refers to the desirability of a “customs union, the outline of 
which is in a sense drawn on the map.” In 1972, the Parti Québécois stated 
that “if we were ever to form a customs union with the United States, it would 
be by common consent among all of the participants, with Quebec and Canada 
deciding together on the rate at which this would take place. We certainly 
should not make a unilateral and premature approach.” 


This same document calls monetary union “highly problematic” and goes 
on to review what should be added to the customs union to transform it into a 
common market. The reply is very explicit: 
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If the plans for monetary union should fail to materialize and all we 
had to arrange with Canada were our trade relations, we suggest 
that the initial agreements should go no further than a customs 
union combined with agreements on transportation. Co-ordination 
of economic or fiscal policies could wait. 


The official program of the party in 1975 still left the door open for a 
fairly broad type of association. It provided for the free passage of goods 
between Quebec and Canada “with a special system for agricultural commodi- 
ties.” The program goes further than this, advocating “if possible, the harmoni- 
zation and co-ordination of a larger number of economic policies and the 
pooling of some services, including the monetary mechanisms.” 


However, in the most recent official version of the party’s program 
adopted in the congress of May 1977, all references to the monetary question 
are eliminated. The theme of economic association is relegated to the 13th and 
final section of the chapter, Our economic life, and the section bears the 
significant title External economic relations. While most of the substance of 
the proposed association with the rest of Canada is eliminated and it is reduced 
to a customs union featuring a long series of exceptions, various alternatives 
are suggested. After noting that the economies of Canada and Quebec “are to 
a great extent complementary” it is stated that Quebec “must seek to expand 
its markets.” 


The three main points of the program on External economic relations, as 
adopted during the PQ congress of May 1977, are as follows: 


1. To recognize the present degree of integration of the Quebec and 
Canadian (especially Ontario) economies and the advantage to both 
of maintaining the principle of the free passage of goods between 
these two markets; to this end, to waive reciprocally with the other 
party the establishment of customs tariffs between the two, while 
establishing a special system for agricultural commodities. 


2. To discuss and conclude, if such is the wish of the parties, a 
customs union, to formalize this reciprocal waiver and to harmonize 
and co-ordinate the institutions and economic policies of Quebec 
with those of Canada so as to promote the development of all 
concerned while safeguarding the interests of Quebec. 


3. In view of the preceding and for the purpose of diversifying com- 
mercial exchanges, to plan for the establishment of other economic 
agreements deemed advantageous for Quebec in concert with all 
parties with which Quebec might be linked by treaty, convention or 


agreement. 

The program does not develop, in any detail, the concept of association 
envisaged, but merely indicates that the party will attempt to negotiate a 
customs union allowing the free circulation of goods and therefore a continua- 
tion of the traditional trade flows with the rest of Canada. Moreover, the 
program raises a possibility which, to say the least, is surprising: that Quebec, 
while forming part of a customs union with the rest of Canada, might also seek 
association in a broader free trade zone. This possibility is difficult to reconcile 
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with the concept of a customs union, which would involve a co-ordinated trade 
policy between the partners. 


Exceptions to be negotiated 

The official 1977 program of the Parti Québécois indicates a type of 
association which is much less integrated than that which the founder of the 
sovereignty-association movement had in mind. No longer is it a question of a 
simple continuation of the Canadian common market; it is, rather, one of 
negotiating a long series of modifications to the status quo. 


The first series of exceptions would apply to agricultural goods. The 
program is clearly in favour of maximizing domestic production and minimiz- 
ing imports. In this regard the main points of the program read as follows: 


1. To protect producers against excessive imports of staples also 
produced in Quebec: 
(a) by integrating channels of distribution belonging to outside 


interests with co-operative systems of processing and sales or 
with associations of agricultural producers; and 


(b) by establishing systems of protection. 


2. To establish a policy of self-sufficiency in the areas in which 
Quebec enjoys a comparative advantage. 


3. To create a Quebec feed grains commission for the purpose of 
purchasing, storing, selling, exporting and importing these grains. 


4. To continue and improve existing farm price support programs, and 
in every sector of farm production, to provide the Union des 
Producteurs Agricoles with full negotiating rights for the establish- 
ment of support prices, production and distribution, quotas and 
other regulatory measures. 


These points in the agricultural program of the Parti Québécois leave little 
doubt over what the basic intentions of a sovereign Quebec state would be: 
Quebec should become as self-sufficient as possible in farm production and 
import only the products for which the production conditions and costs are too 
unfavourable. 


A second series of exceptions is planned for industrial goods, specifically in 
the iron and steel, engineering, machinery and motor vehicle sectors. The 
program has the following aims: 


To protect and control the expansion of heavy industry, in particu- 

lar the steel and related industries, including engineering, ma- 

chinery, tool making and transportation equipment. To begin a 

sa vehicle manufacturing industry (automobiles, trucks, tractors 

etc.). 
Elsewhere in the program it is said that it would be necessary “to exclude all 
outside participation...from the industrial sectors in which corporate behaviour 
must be modified to serve the public interest (for example, the primary steel 
industry).” 
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With regard to the “soft sectors” which are experiencing severe structural 
problems, they should be reorganized by merger, regrouping or other means, if 
necessary with the assistance of an industrial reorganization corporation 
created by the Quebec government. The reorganization would be programmed, 
“so that any possible decline in activity in a sector that had become outdated 
would coincide with the opening of a new sector, and with a manpower 
retraining program.” In more direct terms, the program announced the need 
for increased protection for the “soft sectors.” 


A third series of exceptions would have to do with the products for which 
the state and its institutions represent a large part of the demand. The 
purchasing power of the public and parapublic sectors should, according to the 
program, be used “‘to support the expansion of Quebec businesses.” 


All in all, these exceptions are not unusual in the history of associations. 
When two or more countries plan an economic association, they generally do so 
with a few conditions concerning specific sectors of activity. Certain activities 
in one of the partner countries could appear to be too vulnerable and doomed 
to rapid extinction if they were to be faced overnight with competition from 
stronger producers. The purpose of the exceptions is to make the integration of 
the two economies less difficult. 


It should be noted though that when two economies have developed in an 
integrated fashion over a long period, the problem of exceptions cannot be 
approached in the same way as when two countries decide to form an 
association for the first time. A long history of common economic development 
necessarily produces a certain division of labour and a certain degree of 
specialization, on the basis of comparative advantage. If sovereignty-associa- 
tion should seriously call these specializations into question, and if Quebec 
wanted to alter the distribution of these specializations too far in its favour, the 
other parts of the country would have considerably less to gain by seeking 
association with Quebec. Compared with the present structure of investment, 
production and interregional trade, the economic strategy of the Parti Québé- 
cois, if pursued as outlined in the party’s program, would lead to a significant 
diversion of investment, production and trade in favour of Quebec and to the 
detriment of the rest of Canada. 


Concessions required of the rest of Canada 


In concrete terms, the objectives of the Parti Québécois amount to 
increasing Quebec’s share in the production of a whole series of products which 
are not now produced within the province at a level considered acceptable. 
These consist mainly of meat, fruit and vegetables, metal and machinery 
products, transportation equipment and high technology products. At present, 
some of these products enter Quebec from other parts of Canada. The flow of 
goods from other regions could not be diminished in most cases other than by 
forms of discrimination, which would work to the detriment of goods from the 


other regions in any future customs union. 
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On the other hand, Quebec is understandably intent on maintaining 
production levels within its traditional areas of specialization for purposes of 
employment. These areas are threatened not by other Canadian producers, but 
by producers from third countries, where wages are much lower. Therefore, to 
maintain the production of traditional goods in Quebec would necessitate high 
rates of protection, and the cost of this protection would have to be borne by 
the country as a whole. 


Under these conditions, the rest of Canada would run the risk of bearing a 
disproportionate part of the cost for the structural adjustment of the Quebec 
economy. Diversion of investment toward Quebec in the priority sectors would 
deprive the rest of Canada of certain existing specializations, and at the same 
time the rest of Canada would be financing a large part of the protection for 
the traditional sectors. 


There appears to be a major discrepancy between the respective costs and 
benefits of the new association for Quebec and for the rest of Canada. The 
negotiations would be arduous and long. 


Ten years after the founding of the Parti Québécois 


Its most recent congress in May 1977 provides an official idea of positions 
taken by the Parti Québécois on the concept of economic association. It must 
be concluded that 10 years after the founding of the Parti Québécois, the 
concept is still vague. 


If what is said in the speeches and writings of Mr. Lévesque and some of 
his ministers is adhered to, the proposal put before Quebeckers in the referen- 
dum will be very “open.” It will merely state that the association might take 
the form of a “common market” and that in so far as possible a monetary 
union would be sought. Reference may also be made to the possibility of 
agreements on national defence, external affairs, postal services, etc. On the 
other hand, if the will of the party members prevails sovereignty will not be 
sacrificed to the exigencies of association with the rest of Canada. 


As we shall see, it is easy to show that the consequences of any disruption 
in trade relationships would be considerable for Quebec. In a recent statement, 
the Quebec Minister of Finance, the Hon. Jacques Parizeau admitted that a 
breakdown in trading relationships would be disastrous. He used these words: 
“Economically speaking, this would have the effect of a thermonuclear war.” 
In the manifesto of 1972, it is also noted that “nothing much would be 
accomplished by speculating about which of the two would do the most damage 
to the other. Suffice it to say that the damage would be heavy on both sides.” 
This, the manifesto concludes, “‘is why we are certain than when sovereignty 
for Quebec appears inevitable, Canada will readily accept the proposal for a 
customs union.” 
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The Government of Quebec will first have to seek a mandate to begin 
these negotiations. More details on the type of association desired must be 
made available before the referendum is held. In this case, the Parti Québécois 
will have to define its position, at least more clearly than it has so far. 


The type of association endorsed by the PQ leaders may possibly be 
modelled on the Benelux customs union, using as much as possible the 
terminology of the European Economic Community. In this way it would be 
possible to present something that is very little known in Canada or in Quebec, 
the Benelux Union, and at the same time use as a frame of reference the 
Common Market. The possible preference of the Parti Québécois for a Benelux 
type of customs union would relate to the lack of truly supranational institu- 
tions. There is a Committee of Ministers and a Council of the Union with 
equal representation of member countries, but no high authority (as in the 
ECSC) or commission (as in the Common Market) having real powers. Above 
all there is no trend toward a European Parliament elected by direct suffrage: 
if the proposal were to be modelled after the European Common Market it 
would in effect become somewhat analogous to the present state of Canadian 
federalism. 


The Parti Québécois is having a series of studies and documents prepared 
as part of its campaign leading up to the referendum on independence. There 
will first of all be the work of a group under Bernard Bonin, of the Quebec 
ministry of intergovernmental affairs. Its reports are believed to be relatively 
technical and deal with the possible forms of association and the flow of trade 
within Canada. There will also be “dossiers noirs” or critiques on the workings 
of the Federation. Finally, there will be one or more political documents which 
may deal with the following arguments for sovereignty-association: 


e that the best way of ensuring economic and social development and 
of realizing the party program is to use the full powers of a modern 
state (This theme is propounded in the speeches of certain ministers 
such as Mr. Landry, Mr. Parizeau and Mr. Tremblay, to the effect 
that “the real powers are in Ottawa.”’); 


e that an economic association is compatible with the exercise of the 
full powers of a national government, and the history of Europe 
provides a number of examples; 

e that the interests of Quebec and the rest of Canada will be best 
served by an economic association: “our proposals simply recognize 
that Quebec exports much of what it produces to the other Canadian 
provinces, and similarly they have an important market in Quebec,” 
as was stated in the PQ program as early as 1972; 

e that the scope of the association must depend on the provisions which 
would be acceptable to Quebec and the rest of Canada. 

The Government of Quebec has emphasized the benefit to the rest of 
Canada, and especially Ontario, of maintaining economic links with Quebec, 
and also the fact that the initial reactions from the rest of Canada will no 
doubt be negative, but that in the long term the country will realize the 
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inevitable and will choose association rather than leave Quebec, a “rich and 
expanding market,” to other suppliers. 


Whether these assertions stand up to the reality of exchanges between 
Quebec and the rest of Canada remains to be seen. As the following chapters 
will document, negotiating an economic association would be enormously 
difficult and perhaps even impossible. 
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Chapter III 


Trade Between Quebec and the Rest of Canada 


Trade within the Canadian Federation has been shaped by many factors, 
some of which are basically economic, such as the availability of resources and 
of skilled or unskilled labour, the size of the market to be served, economies of 
scale, transport costs and the existence of the commercial services required. 
Other factors are tied to economic policy, and the more important of these to 
trade policy—customs duties and the control of some aspects of foreign trade. 


The aim of import duties is to protect producers against international 
competition, and to reserve all or part of the Canadian market for domestic 
producers of specific products. There is a basic similarity among all customs 
systems the world round. They favour the domestic manufacturing industry by 
permitting raw materials to enter the country duty-free or subject to nominal 
duty. They impose relatively light duties on semifinished products and much 
heavier duties on finished industrial goods. The higher the value added, the 
heavier the duty protecting domestic manufactures. Only products that are 
chiefly exported, and thus reflect the country’s strengths in factors of produc- 
tion, are very lightly protected. 


Production costs in protected industries tend to correspond to international 
market prices and the import duties that are applied. Thus, the relatively high 
rates of customs duties are designed simply to cover the difference in produc- 
tion costs between Canadian factories and their foreign competitors. Industries 
protected by tariff barriers are therefore dependent on this protection, and 
without it, their continued existence is doubtful. 


To understand fully the scale and importance of a possible customs union 
between the rest of Canada and Quebec, a precise evaluation should be made 
of the extent and kind of trade between the two markets, and the extent to 
which each of them is protected. We cannot establish the degree to which one 
depends on the other without this kind of evaluation. At the same time, a 
comparison should be made of the extent to which the two markets are 
dependent on other countries. Since they would both need to negotiate common 
tariffs with all other nations, this would be correspondingly more complex if 
the foreign relations of each of the two partners differed greatly. It would, 
finally, be useful to examine the degree to which Quebec industry is protected 
by tariffs, and to see whether, under the present system, Quebec is profiting 
from this protection or whether it is subsidizing less competitive industries in 


other parts of Canada. 
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Quebec’s trade relations 


Quebec is one of those regions where industry came early and thrived. 
This early industrialization was partly the result of the National Policy of the 
Canadian government that imposed import tariffs on a large number of 
manufactured consumer goods such as clothing. At the same time, it must be 
attributed to the significant level of trade between Canada and the United 
Kingdom. With its direct access to the ocean, Quebec enjoyed an important 
advantage in terms of geographical location and transportation costs in its 
trade in raw materials with the United Kingdom. 


Since the turn of the century, there has been a profound change in the 
destination of Canadian exports. For a long time prior to the beginning of the 
20th century, some 60 per cent of Canadian exports went to the United 
Kingdom. This figure has been dropping steadily since, and recently reached a 
mere five per cent. On the other hand, the United States was receiving some 30 
per cent at the turn of the century, and this figure has grown to 65 per cent in 
recent years. For some time, too, Canadian exports to Japan have been 
noticeably greater than those to the United Kingdom. 


Geographic distribution of Canadian exports 


(percentage) : 
1901 1951 1964 1975 
United States 28 59 52 65 
United Kingdom 60 16 14 5 
Rest of the world 12 25 34 30 
TOTAL 100 100 100 100 


Due to its location, the United States has always been, and continues to 
be, the largest source for imports. Since the 19th century, it has accounted for 
60 per cent and more of all Canadian imports; recently this figure reached 68 
per cent. 


The concentration of trade on the United States was to have an effect on 
the location of economic activity in Canada. Little by little the eastern part of 
the country lost its privileged industrial position, as economic activity in the 
United States gradually shifted first to the centre and then to the West. Thus 
heavy industry, especially iron and steel works, developed in central Canada, as 
did the engineering and other related industries. 


The eastern part of the country, especially Quebec, held on to some 
important export activities, among them mineral production and the pulp and 
paper industry. At the same time, its consumer goods industries continued to 
grow, depending more and more on the tariff protection that reserved a large 
part of the Canadian domestic market for them. 
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Geographic distribution of Canadian exports 


(percentage) 


United States 


United Kingdom 


40 


1975 


29 


Rest of the world 


1975 


Before the trade in manufactured goods is discussed, Quebec’s trade in 
raw materials should be described. Quebec both imports and exports large 
quantities of raw materials. It is a net exporter of metallic minerals, asbestos 
and wood, while on the other hand, it is a large importer of wheat and other 
cereals, livestock, fruit and vegetables, and energy products (crude oil and 
natural gas). Quebec’s trade in raw materials shows a deficit, and a particular- 
ly serious one in recent years because of the considerable increase in the price 


of crude oil. 


The extent and nature of Quebec’s trade in raw materials do not, however, 
have the same importance in a discussion of economic association as does trade 
in manufactured products. It should be kept in mind that primary and even 
semifinished goods are affected less and less by customs tariffs; the tendency in 
international trade is to remove these altogether. 


As for manufactured goods, the chart which follows clearly shows that 
Quebec’s position in the overall Canadian picture is important, even if it is not 


Manufacturers’ shipments in Canada by region, 1974 


Atlantic (4.9 %) 


Ontario (50.2 %) 
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one of dominance, like that of Ontario. For some years now, the proportion of 
manufacturing shipments accounted for by Ontario and Quebec has fallen. 
Quebec’s share, which in 1974 was 27.2 per cent with shipments of around 
$22.4 billion, fell 3.5 per cent when compared with the 1967 figure of 28.2 per 
cent. Ontario, too, suffered proportionally the same decline. Its share of the 
Canadian manufacturing industry fell from 52.1 per cent in 1967 to 50.2 per 
cent in 1974, a loss of 3.6 per cent. 


Canadian industrial activity has therefore been tending to spread toward 
the outer regions, especially to the Atlantic region, whose share increased 
during the same period from 3.6 to 4.9 per cent, and to British Columbia, 
which saw an increase in its share from 8.1 to nine per cent. 


Manufacturers’ shipments by region 


1967 1974 

$ billion %  $ billion % 
Atlantic region 1.4 3.6 4.1 4.9 
Quebec 10.8 28.2 22.4 alee 
Ontario 20.0 D2e1 41.4 50.2 
Prairies 3.1 8.0 te 8.7 
British Columbia 3.1 8.1 7.4 9.0 
Canada 38.4 100.0 82.5 100.0 


A significant proportion of the shipments of manufactured goods in each 
of the regions is, first and foremost, destined for the region itself. In a country 
covering an enormous area, transportation costs justify the economic existence 
of many sectors of production in response to regional needs. The rest of the 
production is destined for the other regions of Canada and for foreign markets. 


Shipments of manufactured goods by destination, 1974 


(per cent) 
Destination Within Other Not 
the parts of Abroad broken 

Origin region Canada down* Total 
Atlantic Region 41.1 17.9 34.3 6.7 100.0 
Quebec 49.5 29.8 13.7 7.0 100.0 
Ontario 50.4 23.1 20.3 6.2 100.0 
Prairie Region 62.4 22.3 8.4 6.9 100.0 
British Columbia 39.9 13:5 37.6 9.1 100.0 
Canada 49.8 PRAT § 19.8 6.8 100.0 


? Naent i the basis of the 1967 trade patterns, which 
*An earlier report on trade realities in Canada allocated these figures on 
increased he prepertion of Quebec’s sales to the rest of Canada from 29.8 per cent as shown above to 31.2 per cent. 
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As the table above clearly shows, output by manufacturers in Quebec, 
Ontario and the Prairie provinces is concentrated on the domestic market, 
either within the region itself or in other parts of Canada. On the other hand, 
the regions at either end of the country send a higher proportion of their 
manufactured goods abroad. Whereas foreign exports of manufactured goods 
represent one-fifth of the overall shipments for the country as a whole, foreign 
exports from the Atlantic provinces and British Columbia make up more than 
a third of their total shipments. 


The preponderance of consumer goods industries in Quebec’s manufactur- 
ing sector makes it, of all the regions in Canada, the most dependent on outlets 
to other regions. Statistics have been compiled on the destination of shipments 
from Quebec since 1961, and they show that Quebec regularly ships 30 per 
cent of its manufactured goods to the other regions of Canada. They are 
distributed as follows: two-thirds to Ontario and the remainder split more or 
less equally among the four Eastern and the four Western provinces. 


In Quebec, attention is often drawn to the fact that manufactured goods 
shipped to Ontario in 1974 totalled $4.33 billion, while Ontario goods shipped 
to Quebec in the same year reached $4.65 billion. The conclusion drawn from 
this is that in the event of a complete separation, Ontario could lose as much as 
or more than Quebec. ~ 


Such an interpretation of interregional trade is oversimplified: the essen- 
tial point is the relative degree of dependence, and not the absolute trade 
figures between the two regions. Whereas goods sent from Quebec to Ontario 
represent nearly one-fifth of Quebec’s manufacturing shipments, those shipped 
from Ontario to Quebec account for barely more than one 10th of Ontario’s 
shipments. The conclusion, for all practical purposes, is that Quebec is twice as 
dependent on Ontario as Ontario is on Quebec. Furthermore, Ontario ships 
more manufactured goods to other parts of Canada than to Quebec. 


An examination of the relative significance of the Quebec market to the 
manufacturing sector in other parts of Canada reveals the extreme disparity in 
the degree of dependence between the potential customs union partners. The 
Quebec market is of limited importance to all parts of the country. Even in the 
case of Ontario and the Atlantic region, the degree of dependence on Quebec is 
one-third that of Quebec on the Canadian market. 


The regional trade structure reflects the regional manufacturing structure 
and indicates that, in present circumstances, Quebec’s need to maintain an 
economic union with Canada is the greater. Quebec would be severely affected 
by any change, however moderate, in the freedom of trade that exists within 
the Canadian Federation. 
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Shipments of manufactured goods, 1974 


From Quebec to the rest of Canada 
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From Ontario to Quebec From the Atlantic region to Quebec 


9.0% 
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From the Prairies to Quebec From British Columbia to Quebec 


of/o 


60 


Employment implications : 


The manufacturing industry in Quebec is facing many problems. It is 
concentrated in areas of production that are currently under pressure from 
international competition, especially from developing countries. Furthermore, 
the manufacturing industry in Quebec is, in a number of areas, out-dated. In 
many manufacturing sectors, Quebec’s employment share is greater than the 
value added or shipment proportions. The following table sums up this general 
situation, and the tables in the appendix give an industry breakdown. 


Regional distribution of manufacturing activity in Canada, 


1974 
(per cent) 
Share of Share of value Share of 
manufacturers’ added in manufacturing 
Region shipments manufacturing employment 
Quebec Zee 26.7 30.3 
Ontario 50.2 52.9 49.4 
Other Regions 22.6 20.4 20.3 
Canada 100.0 100.0 100.0 
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It should be stressed that these results are not exclusively due to the 
structure of production. No doubt the fact that Quebec specializes in labour- 
intensive industries rather than capital-intensive industries affects the overall 
results. Nonetheless, this observation is true for many sectors in which signifi- 
cant differences between regions should not normally be expected. Examples 
include the transportation equipment, chemical and paper industries. 


In 1974, Quebec had a surplus in the order of $1.1 billion in its trade in 
manufactured goods with other regions of Canada. In the 20 main sectors of 
the manufacturing industry, there are relatively large deficits or surpluses in 
the interregional trade balance, depending on the manufacturing specialization 
acquired. The so-called “soft sectors” of Quebec industry, those that are highly 
protected (leather, textiles, knitted goods, clothing and furniture), all 
experienced surpluses; their net interregional surplus was almost $1 billion. 
(See table opposite.) 


Since many of the manufacturing industries in which Quebec specializes 
are in structural decline, and since generally, many of its industries operate on 
the average with a rather moderate output from the factors of production 
because of aging equipment, Quebec does appear to need to be protected by 
tariffs and other means against international competition. . 


A precise estimate of the gains and losses in any one region as a result of 
the application of a tariff would require information on the elasticity of supply 
and demand in the region. Such information is hard to come by. Nonetheless, 
an approximation of the impact on a given region of a protective tariff can be 
arrived at through an examination of the interregional transfer of funds that 
follows from interregional trade. This can be calculated by multiplying the 
region’s net trade balance per product by the rate of tariff protection for each 
of the products. 


The results of this kind of approximation for the Quebec manufacturing 
industry are presented in the table on implicit transfers of revenue. The 
calculated gains and losses due to tariff protection are shown alongside the 
1974 figures for trade in manufactured goods and the nominal tariff rates in 
force. The average nominal tariff rates are those for Canada. A noticeable 
difference between the interregional trade structure and the Canadian import 
structure would suggest a bias in this estimate. However, a similar calculation 
by products instead of by product groups would appear to show that the 
differences are modest, and that the use of average nominal tariff rates 
produces no significant distortion in the results concerning Quebec. 


It is understandable that—in respect to a customs union—the Parti 
Québécois has stated it would seek to have exceptions made for the food and 
motor vehicle sectors. The cost of the tariff system to Quebec in these sectors is 
evident. These transfers, however, are minimal when compared with the 
benefits the traditional sectors draw from Canadian tariff protection. The 
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clothing sector alone accounted for a gain in 1974 of $108 million, and this 


represents only half of the advantages Quebec draws from the Canadian tariff 
system. 


Quebec’s interregional trade balance—manufactured goods, 
1974 


($ million) 
Shipments Shipments 
from Quebec from the other 
to the other provinces to 
provinces Quebec Balance 
Food and beverage 822 1,031 — 209 
Tobacco 198 136 62 
Rubber and plastic products 179 239 — 60 
Leather f2 1 62 59 
Textiles 491 299 192 
Knitted goods 161 50 111 
Clothing 587 84 503 
Wood 146 118 28 
Furniture 198 64 134 
Paper and allied industries 533 344 189 
Printing and publishing 167 75 92 
Primary metal industries 592 454 138 
Metal fabricating industries 405 352 53 
Machinery 150 239 — 89 
Transportation equipment 282 549 — 267 
Electrical products 495 512 me 
Non-metallic mineral 
products 89 107 = 16 
Petroleum and coal products 320 148 1¥2 
Chemicals 540 518 22 
Miscellaneous 
manufacturing industries 192 193 Sy ta. 
TOTAL 6,668 5,574 1,094 
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Implicit transfers of revenue resulting from customs protec- 
tion in interregional trade, Quebec, 1974 


($ million) 
Interregional Nominal rate 
trade of tariff Implicit 
balance protection transfers 
(per cent) 
Food and beverage — 209 (his — 16.1 
Tobacco 62 26.3 16.3 
Rubber and plastic products — 60 12.9 = hal 
Leather 59 18.9 8.6 
Textiles 192 18.4 35.3 
Knitted goods alsticl 23.3 25.9 
Clothing 503 Paes 108.1 
Wood 28 6.0 uate 
Furniture 134 14.0 18.8 
Paper and allied industries 189 6.6 12.5 
Printing and publishing 92 6:9 6.3 
Primary metal industries 138 3.9 5.4 
Metal fabricating industries 53 10.8 5.7 
Machinery — 89 52 — 4.6 
Transportation equipment — 267 Sis = 838 
Electrical products — 17 t2:2 — 2.1 
Non-metallic mineral 
products — 18 8.2 =e 1:5 
Petroleum and coal products ave 7.9 13.6 
Chemicals 22 7.9 AE 
Miscellaneous 
manufacturing industries —- 14 10.8 — 0.1 
TOTAL 1,094 219.0 


The tariff protection received by Quebec producers represents only one 
part of the total protection they receive. Government subsidies and quotas are 
other forms of protection that are often as effective as import duties—if not 
more so. 


An example of this can be seen in two industries where tariff protection is 
exceptionally high; tariffs for knitted goods and clothing are 23.3 per cent and 
21.5 per cent respectively. This level of protection still was not sufficient to 
allow the Quebec industry to compete against imports from countries with low 
manufacturing costs. It was the quotas imposed by the Canadian government 
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in November 1976 which permitted the survival of this industry. Approximate- 


ly 66 per cent of total Canadian employment in this sector is located in 
Quebec. 


A complete picture of Quebec’s dependence on external markets could be 
obtained from its balance of payments. It is, however, difficult to estimate 
Quebec’s balance of payments because the data used for this task are extreme- 
ly unreliable, especially in the evaluation of Quebec’s share of Canadian 
imports, be they raw materials or finished products. It is no less difficult to 
estimate Quebec’s imports of raw materials from other parts of Canada. 
Finally, as far as capital flows are concerned very little data is available. 


Taking all these reservations into account, about all that can be said at 
this time is that Quebec appears to be in a substantial balance of payments 
deficit position. It appears that the only surplus Quebec has is in its trade in 
manufactured goods with the rest of Canada. All the other flows—the interna- 
tional trade in finished goods, the international trade in raw materials, the 
interregional trade in raw materials and the trade in a limited number of 
services—appear to show a deficit. 
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Chapter IV 


The Uncertainties of Negotiation 


Association cannot be decreed; it must be negotiated. The Parti Québécois 
has recognized that Quebec “must negotiate like everyone else in external 
matters.” 


The supporters of sovereignty-association acknowledge that several factors 
may make negotiations difficult. Two factors serve to underscore this. The 
climate for negotiation would be extremely unfavourable, if for no other reason 
than that the rest of Canada would be confronted with the realization that its 
commitment to the continent from sea to sea had been broken. Furthermore, 
the negotiations would take place in the tense climate engendered by parallel 
negotiations on protecting the rights and fulfilling the obligations of the two 
parties, and their citizens. 


The Parti Québécois has drawn up a broad outline of the possible sequence 
of events for these negotiations (Comment se fera l’indépendance—“How 
independence will be achieved,” Les éditions du Parti Québécois, Montréal, 
Novembre 1972). As for the tense atmosphere in which the negotiations would 
take place, Parti Québécois leaders have expressed the view that realism and 
common sense would prevail in the rest of Canada after the referendum had 
been won. In light of the pros and cons of the various possible solutions, the 
Parti Québécois considers that the rest of Canada would realize that the 
existing economic links present the fewest disadvantages, and will accept them 
without major difficulty. 

To be considered is the fact that, in the “normal” negotiation of a new 
economic association, the very act of negotiating clearly demonstrates the 
intention of building something where little existed before. But negotiations 
between Quebec and the rest of Canada would involve one party that is calling 
an economic reality into question and another party that desires to preserve 
that reality. There is reason to think that Quebec would find it difficult to 


obtain compromises in these circumstances. 


What would be negotiated? 

As the federal link has brought a common heritage, common debts and a 
common economic policy structure, the sharing of all of these would have to be 
negotiated. 


An important topic would thus be the division of the assets and liabilities 
of the federal government and of all the federally-established institutions, 


agencies and corporations. 
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The Parti Québécois would hope for rapid agreement on a division 
principle, established on the basis of the simplest possible criteria. Two criteria 
have been suggested: population and per capita personal income. According to 
party leaders, by simply averaging these two criteria, a figure would be 
obtained which could be considered fair to both parties, in this case, 27 per 
cent. Thus, Quebec’s share of the assets and liabilities of the federal govern- 
ment would be 27 per cent, or, to quote Mr. Parizeau, somewhere “between 
26.875 and 27.125 per cent.” 


The leaders of the PQ would be willing to accept Quebec’s share of the 
total liabilities, on condition that Quebec also received an equivalent share of 
the assets. 


According to PQ leaders, the liabilities could easily be determined and 
would not pose any particular problems. It would simply be a matter of finding 
some means of making interest payments on the debt and capital payments on 
the due dates, without immediately having to replace existing bonds with new 
ones. The Quebec Minister of Education, the Hon. Jacques-Yvan Morin has, 
however, mentioned two possible exceptions: “The seceding state may declare 
that it is not responsible for certain war debts and that it does not have to 
endorse the debts contracted by Ottawa to finance certain special projects in- 
other provinces.” (Comment se fera l’indépendance) 


This apparently simple solution offered by the Parti Québécois is much 
less simple when one stops to consider the uncertainties surrounding it. 
Confidence in Canadian bonds would be seriously undermined. If monetary 
union were negotiated beforehand, the risk of collapse might be lessened. 


The Quebec government would also assume in full the payment of old-age 
pensions and social welfare programs currently financed by all Canadians. 


It should be noted that, in the opinion of PQ leaders, the really serious 
problems would arise in relation to the evaluation of assets. Although the 
distribution coefficient might be the same as for liabilities, property assets 
would no doubt be much more difficult to divide than columns of figures 
representing liabilities. A comprehensive evaluation would have to be made of 
all assets, whether located in Quebec, elsewhere in Canada or abroad. 


Following this evaluation, a rational division of assets would have to be 
effected. According to Mr. Parizeau, “it could be declared for instance that 
Canada owns 73 per cent of the CN railway lines in Quebec, and that Quebec 
owns 27 per cent of the CN lines in the rest of the country.” Nevertheless, 
agreements would have to be reached wherby fixed assets would remain where 
they are, and numerous exchanges of assets would have to take place. 


PQ leaders believe that there are many possible solutions to the division 
problem. Using Air Canada as an example, they maintain that this company 
could perhaps continue its activities as a joint venture by the two governments. 
In such a case, the Government of Quebec would hold 27 per cent of the 
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company’s share capital. But it is also possible that the Government of Quebec 
would prefer to have an airline under its exclusive control: in that case Air 
Canada’s assets would have to be divided, by transferring ownership of fixed 
assets located in Quebec to the Government of Quebec and by giving Quebec 
some of the company’s planes and other holdings, to a total value of 27 per cent 
of Air Canada assets. A third possibility, according to PQ officials, would be 
for Quebec to renounce any claim to Air Canada shares or assets and be given 
cash compensaticn or some other holding of equal value. (Comment se fera 
V’'indépendance) 


In the case of federal government property located entirely outside 
Quebec, the PQ would seek two alternatives: either a part of the share capital 
or financial compensation. The examples given are Polysar and Eldorado 
Mining. 


What would the time frame be? 


As the assets to be divided up are considerable, PQ leaders expect a long 
bargaining process which they feel might require some 18 to 24 months of 
continuous negotiation. And to ensure that these lengthy negotiations are not 
slowed down by the federal government or the other provinces, Mr. Parizeau 
adds: “It is important to consider the impatience which the population of 
Quebec might demonstrate if negotiations seemed to be progressing too 
slowly.” (Comment se fera l’indépendance) 


The most important matter to be negotiated would be the establishment of 
common institutions to manage the economic association. These negotiations 
may be drawn out all the longer since the Parti Québécois does not seem to 
have any precise idea of what this association might entail. All there is on the 
subject in Comment se fera l’indépendance is a sentence stating that “the PQ 
government will propose a customs union and a monetary union to the rest of 
the country and will suggest a schedule for the transfer of jurisdictions.” 


According to recent statements by Mr. Parizeau in May and July 1978, 
the negotiation of a customs union should not give rise to any major difficul- 
ties, as the parties would be discussing merely a temporary solution which 
could later be replaced by a more permanent customs union comprising 
Quebec, the rest of Canada and the United States. 


In fact, with the exception of its 1972 manifesto, the Parti Québécois has 
always suggested such a possibility and, in the latest version of its program, it 
reiterates that in seeking to diversify commercial exchanges, the government, 
together with any party with which Quebec might become associated by treaty, 
convention or agreement, will have to consider the conclusion of other econom- 
ic agreements judged to be beneficial for Quebec. 


Whether the union were to be temporary or not, exceptions to the existing 
economic association would have to be negotiated. Although precise details are 
scarce. various articles of the PQ program indicate that Quebec will endeavour 
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to consolidate “soft” industrial sectors, develop new technologically-advanced 
industries and obtain a fair share of the industries that are located mainly in 
Ontario at the present time. Another exception to the customs union which has 
been very clearly stated is agricultural products. 


The Parti Québécois has indicated that negotiations relating to shares of 
markets and industrial specialization, would be conducted on an industry by 
industry basis. Something similar was attempted in the Common Market with 
the “gentlemen’s agreements.” But if that could not be done, a sovereign 
Quebec would negotiate directly with the most important businesses located 
outside Quebec, to convince them to build some of their factories in Quebec. 
The Quebec government would use orders from the public and parapublic 
sectors as a means of persuading industry to locate in the province. This 
obviously goes against both the spirit and the letter of a customs union. 


The Parti Québécois has not indicated a schedule for the negotiation of 
these exceptions. Nor has the PQ addressed the very real possibility that 
Canadians might request the total or partial lifting of the protective measures 
from which the “soft sectors” in Quebec now benefit. 


With whom would Quebec negotiate? : 


For the past few years, PQ leaders have been implying that they have not 
one, but two possible solutions to choose from. They have made reference to 
the idea of a common market involving Quebec and the United States, or even 
Quebec, Canada and the United States. 


This “alternate solution” takes up an idea expounded by Professor 
Rodrigue Tremblay in 1970 in his book Indépendance et Marché commun 
Québec-Etats-Unis (Independence and a Quebec-U.S. common market). It 
has been raised again recently by the Hon. Bernard Landry, the Quebec 
Minister of Economic Development. 


The Minister of Finance, Jacques Parizeau, has himself alluded to the 
“provisional” nature of the union between Quebec and the rest of Canada, thus 
implying that the true solution may rest in a broader union including the 
United States. 


It remains to be seen whether such a union with the United States would 
be advantageous to Quebec. The basic problem, for Quebec, would be changing 
from a structure involving protected industries, with attendant low salaries and 
productivity, to one involving less protected industries with higher salaries and 
productivity. Proponents of Quebec-United States association claim that a 
restructuring of Quebec industry along these lines could not be accomplished 
within the framework of the Canadian market, as this market is too polarized 
toward Ontario. 


On the other hand, as stated by Mr. Tremblay in his book referred to 
above, the American alternative “presents notable advantages for Quebec; it is 
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the solution which could best Strengthen its industrial base and reverse the 


tendency its economy shows of becoming a mere satellite of the economic 
centres of Ontario.” 


Thus, there are those who think that a liberalization of trade with the 
United States, far from creating a threat to light industry in Quebec, would 
strengthen it instead, as its production costs, the potential new economies of 
scale and its advanced technology would give it a competitive advantage. Those 
who hold this point of view claim further that light industry would be more 
effectively protected within the vast American market. 


The arguments of the proponents of a Quebec-United States commercial 
union are reviewed below: 


e With regard to protection of Quebec’s consumer goods industries 
against foreign competitors, it is far from certain that the American 
system of protection would be more effective than the Canadian 
system. In addition to tariff protection, one must consider the much 
more effective protection offered by import quotas. 


As for production costs, this likely refers to Quebec’s supposedly low 
salaries. Quebec does in fact have a comparative advantage with its 
electricity costs, but this advantage is negligible in the case of light 
industry. Compared with the United States, Quebec has few advan- 
tages: the raw material costs of its industries are similar; investment 
costs have to be at least the same, and the interest rates are certainly 
no lower. As for salaries, three points must be considered: 


—The difference between salaries in the United States and Quebec 
constitutes an advantage only if investors consider that this differ- 
ence is likely to continue over the long term. However, the experience 
of the early 1970s in Canada is not particularly encouraging on this 
point. 

—The average salary in Quebec cannot be compared directly with 
the average salary in the United States: social legislation is more 
advanced in Quebec and the financing of these social programs, often 
supported by obligatory contributions from employers, proportion- 
ately increases the total cost of remuneration. 


—Finally, a comparison of average salaries in Quebec and the 
United States is not really relevant: regional differences in US. 
salaries are quite considerable. One has only to recall that in the past 
few decades many factories have left the New England States and 
relocated in the southern United States. Given these considerations, 
it is doubtful whether Quebec salaries would really constitute a 


significant advantage. 


The possibility that light industry in Quebec might realize new economies 
of scale solely as a result of its integration into the American commercial 
market is also rather tenuous. Large-scale production for labour-intensive 
industries such as textiles, clothing and leather goods does not guarantee 
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success. They must be able to detect changes in the tastes of consumers quickly 
and adapt promptly to a constantly evolving demand. 


It is possible that industries located in Ontario are the ones which would 
benefit the most from a customs union with the United States. Many of 
Quebec’s industries, on the other hand, might find themselves in a situation 
where the pressure to rationalize and eliminate inefficient factories would 
become even greater than it is today. This would mean that adjustment costs 
would be high and would last over too long a period of time to be considered 
short-term adjustment costs. 


Lastly, the advanced technology reputedly found in certain industrial 
sectors in Quebec does apply to some individual factories but certainly does not 
characterize the province’s entire manufacturing sector. Furthermore, the. 
studies on the subject of innovation, patents and technological advance in 
Canada suggest that technological progress in this country is largely imported. 
It would be surprising if this fact, which can so easily be ascertained about 
Canada, did not apply also to Quebec. 


Ultimately, then, the idea of a Quebec-United States common market 
does not appear to be a very serious proposition. This leaves negotiation with 
Canada. What would the stakes be in such discussions? 


How many jobs at stake? 


From input-output tables it is possible to evaluate how much Quebec 
exports to the rest of Canada and to estimate the impact of these exports on 
production and employment in Quebec. 


The hypotheses on which the models are based, however, are fairly 
restrictive: absence of technical substitution possibilities; constant returns to 
scale, and the assumption that an industry produces a single homogeneous 
product. Moreover, since 1966 tables are used for Quebec, several additional 
hypotheses must be taken as understood: no major technological advancements 
were made in the 1965/66 to 1974 period; there were no very significant 
changes in the relative prices of inputs, and there were no major changes in the 
kinds of goods each industry produced. These hypotheses limit the validity of 
the results. The input-output results indicated in the following table must, 
therefore, be considered as approximations. The results, nevertheless, indicate 
that Quebec’s employment base is heavily dependent upon its exports to the 
rest of Canada. The following table shows that some 325,000 jobs would be lost 
if trading relations with the rest of Canada were to be disrupted. 
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Quebec’s exports to the rest of Canada 


Per cent 
of total 
Production Jobs production 
($ million) (thousands) — and jobs 

Agriculture 351.4 25.9 30.4 
Logging 199.3 T2205 45.9 
Fishing, hunting and 

trapping 16.4 1.6 85.7 
Exploitation of mines, 

quarries and sand pits 315.1 8.0 35.9 
Primary activities total 882.2 48.0 35.4 35.4 
Food and beverages 914.6 pay 7 26.7 
Tobacco and tobacco 

products 283.9 5.4 92.7 
Rubber 203.8 6.4 46.8 
Leather 146.2 7.3 58.0 
Textiles 1,044.6 32.0 g2s1 
Knitted goods 168.6 6.6 41.4 
Clothing 595.6 28.5 42.4 
Wood 21087 real 28.9 
Furniture and fixture 

industries 204.2 8.3 41.4 
Paper and allied industries 838.2 15.6 34.6 
Printing and publishing Pb aen} 9.0 35.5 
Primary metal industries 1S8kS 20.6 68.3 
Metal fabricating industries 573.9 16.5 42.2 
Machinery 187.8 6.7 38.2 
Transportation equipment Sheryl fips 25.8 
Electrical equipment 524.1 16.8 49.7 
Non-metallic mineral 

products 143.7 3.8 24.3 
Petroleum and coal products 428.1 0.8 25.8 
Chemicals 701.4 15.2 57.0 
Miscellaneous 

manufacturing industries 184.2 7.4 40.1 
Manufacturing total 9,168.0 236.9 42.3 44.0 
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Per cent 


of total 
Production Jobs production 
($ million) (thousands) and jobs 
Construction 85.2 Pa Ue 
Transportation and 
storage 319.3 16.3 12.8 
Communications 94.7 3.8 7.0 
Electricity, gas and 
water 140.3 1.8 Thee) 
Wholesale and retail 156.3 12.0 7.0 
Finance, insurance and 
real estate 143.4 4.1 3.0 
Personal health 
services 10.2 X X 
Outside business 
services 111.1 Xx X 
Miscellaneous services 144.3 X Xen 
Construction and 
services total 1,204.8 40.1 LO 1.8 
TOTAL 112255:0 325.0 21.0 14.5 


Similar calculations for Ontario’s economy indicate that, proportionally 
speaking, its sales to Quebec are two to two-and-a-half times less important. In 
challenging the Canadian free market, Quebec is risking its sales to the rest of 
the country, whereas the other provinces would potentially lose only their sales 
to Quebec. 


Part of the goods currently shipped from Quebec to other provinces could 
be replaced by goods from Ontario or any other part of the country. If Quebec 
resorts to protective policies, as it is now doing with its purchasing policies, the 
rest of Canada could react by implementing similar policies. A “Buy Canadi- 
an” purchasing policy would mean that Quebec would lose more than had been 
anticipated and these market losses would be to the benefit of the other 
provinces, reducing their own risks accordingly. 


It is possible that political and economic antagonism would lead to a 
partial reduction of trade and the imposition of duties on products shipped 
between Quebec and the rest of Canada. Because of its great reliance on 
markets in other parts of Canada and the relatively high protective tariffs 
which many of its manufacturing industries need to survive, Quebec would 
obviously be seriously affected by any change in the current tariff structure. 
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The monetary question? 


A critical question, so far as Quebec’s economic future is concerned, is the 
currency issue. This issue has not been clarified by the Parti Québécois. The 
latest version of their program does not make any reference to it at all. 


In Comment se fera l’indépendance the possibility of a monetary union is 
mentioned, but the following considerations are immediately added: “The party 
could be forced to change its position on the question of joint currency. If we 
try too soon to use the same currency, our tax and budgetary freedom in 
Quebec could be dangerously restricted.” 


Mr. Parizeau’s statements concerning monetary union have shown a 
considerable fluctuation of opinion. He was opposed to the idea between 1973 
and 1976, made a statement in favour of monetary union during the summer of 
1977 and then reassumed his initial position. Mr. Parizeau has reservations 
because a monetary union would reduce Quebec’s freedom of action in matters 
of currency. Mr. Tremblay, however, has always been in favour of Quebec 
having its own currency. 


Mr. Lévesque’s position on this subject also seems very cautious. In his 
book Option Québec he suggests postponing a final decision on the problem; he 
proposes a monetary union with the rest of Canada for a five-year trial period. 
If both sides felt that the results were satisfactory, the monetary union 
agreement could be renewed. The Bank of Canada would become a “joint 
venture” of the two associated countries and the entire administrative structure 
would reflect this dual ownership. 


The PQ’s interest in a monetary union has faded since efforts toward 
monetary union in the European Economic Community have begun to experi- 
ence serious problems. Moreover, it is hard to imagine monetary union 
managed on an equal basis between partners with such unequal economic 
status. The Belgium-Luxembourg experiment tends to confirm this. 


Mr. Lévesque’s proposal for making the Bank of Canada a “joint venture” 
would, of course, have to be negotiated. It is unrealistic, however, to expect 
that these negotiations would result in a situation whereby the rest of Canada 
would give equal influence to Quebec in the exercise of monetary policy. There 
is no reason to expect, in fact, that Quebec’s influence over monetary policy 
would be superior to that already provided for in the operations of the Bank of 
Canada. It may well transpire that the separatist option for Quebec would 
necessitate a separate currency and the establishment of its own central bank. 


This entire question raises delicate, difficult problems. Since a new 
currency could not be established immediately after the referendum, Quebec 
would have to continue using the same currency for a time. The uncertainty of 
this period would lead to a considerable drop in the Canadian dollar. In 
financial terms, the costs of the transition could be enormous, for both Quebec 


and the rest of Canada. 
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What about manpower? 


Another area for negotiation would be the mobility of workers between 
Quebec and the rest of Canada. 


Federal public servants would be given the choice of joining the Quebec 
civil service. But what would happen to the employees of large manufacturing 
companies that had several factories in the rest of Canada and to people 
working in construction companies, large professional offices, insurance com- 
panies and so on? Would their labour market be reduced? If Quebec wanted to 
keep the head offices of “foreign” companies—including those owned by 
Canadians—would it issue work permits to “foreign” employees from the rest 
of the country? 


Manpower, like factories and capital, has a highly integrated market 
shaped by more than a century of shared history. Any upheaval provokes many 
more questions than answers. Therefore, numerous questions are raised by the 
mere possibility of negotiating an association, the nature and extent of which 
are unknown. Regular surveys show that Quebeckers are dubious about, if not 
disturbed by, such a prospect. 
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Chapter V 


The Federal System 


The basic justification for advocating Quebec’s separation rests on the 
opinion, clearly expressed in the Parti Québécois’ 1977 program, that “‘federal- 
ism has proven almost always to have gone against the interests of the majority 
of Quebeckers.” 


Since federalism is the most advanced form of economic association—with 
the exception, of course, of a unitary system of government—its advantages 
should be examined and compared with those of other forms of economic 
association. Using the PQ’s own program as a base, we could then evaluate the 
level of flexibility of this type of association and see whether federalism is as 
rigid and oppressive as the PQ critics claim. 


The economic aim of the federal system is to make greater use of the 
advantages which can go along with a larger area and to ensure that the entire 
population living under the system benefits from them. 


The economic advantages may be summarized as follows: 


«a federal type of union has a wider range of resources at its disposal 
than any of its parts taken separately and this greater variety of 
resources and activities gives it more cyclical stability and better 
growth possibilities; 


«larger and more diversified markets allow a higher level of produc- 
tion specialization; producers can therefore benefit from possible 
economies of scale and take full advantage of external economies; 


«the free movement of products and factors of production increases 
the chances of an optimum allocation of resources; 


- in international transactions and negotiations, a union has, in view of 
its broader economic area, more negotiating power than any of its 
parts would have separately. 


These advantages are common to all unions, with the exception of those 
connected with the free movement of factors of production, which do not 
appear in free trade zones and customs unions. The federal state, however, 
adds another dimension to the process of association—the co-ordination of 
economic policies, which normally no other kind of union can achieve with the 
same level of efficiency. The example of the economic union between Belgium 
and Luxembourg tends to belie this, but it is important to remember that this 
union’s success in co-ordinating policy is due to the great disparity between the 
two partners: Belgium, occupying a dominant position within the union, in 


practice sets the policies. 
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Associations of the common market type encounter many difficulties in 
attempting to co-ordinate economic policies, especially monetary, financial and 
fiscal policies. Yet, to bring about the free movement of factors, co-ordination 
becomes essential: the free movement of capital does not allow policy differ- 
ences and if such differences exist the movement of capital must be regulated. 


The areas of policy co-ordination where the federal state can therefore be 
superior to other forms of association are: 


¢ the goal of economic stability, through monetary and fiscal policies; 
¢ trade and export policies in relation to the rest of the world; 


«taxation policy, producing with greater ease a coherent, relatively 
uniform tax system for the entire country; 


«regional policy, where the absence of a central co-ordinator can often 
lead to attempts by regions to outdo one another in granting benefits, 
which in the end tend to offset one another; 


¢ social policy, since the federal state can go much further than any 
other union in working toward a redistribution of revenue among the 
regions and their inhabitants; 


e competition policies, which can be applied more equitably; = 


« sectoral policies, notably in the areas of agriculture, transportation 
and energy, all of which pose particularly difficult problems in less 
integrated associations. 

Those who advocate secession do not deny the theoretical advantages of 
federalism but, rather, build a case against this system on the basis of its past 
performance. At its sixth convention, held in May 1977, the Parti Québécois 
requested that “a report be drawn up on federalism to show the need for 
independence in order to carry out the party’s program.” 


The two main arguments brought forth against the federal system relate 
to the National Policy and to the notion that a province cannot control its own 
economy. 


The National Policy of 1879 


Since the National Policy was first introduced in 1879, Canada’s efforts 
have been aimed at developing a large-scale manufacturing industry. The 
National Policy, in tariff terms, did nothing more than protect “infant indus- 
tries.” It represented a general framework of protection granted to any 
industry which already existed or would establish itself in the future within the 
country. It was not directed to the actual location of the industries, which, in 
the general opinion of the time, had only to establish themselves in the areas 
which seemed the most advantageous. 


Overall, the conclusion can be drawn that the industries established at the 
time were selected first and foremost on the basis of economic criteria: relative 
factor costs and transportation costs. Moreover, it would have been difficult 
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then to foresee which industries would have a good or bad growth potential 
Several decades later, just as it would have been hard to predict what 
technological advances would be made. 


The long-term tendency of Canada’s tariff policy corresponded to what 
other industrialized nations also sought: to increase protection for industries 
with rising relative costs without significantly altering the protection given to 
other industries whose relative costs remained stable or decreased because of 
technological progress. On a long-term basis, relative production costs were 
inclined to increase in all labour-intensive industries and decrease in capital- 
intensive industries. In the long run, this evolution generated the following 
situation: Quebec, with the highest proportion of labour-intensive industries, 
ended up benefiting from higher protection rates. 


Whatever a nation’s tariff structure, these tariffs correspond to a fairly 
public arbitration of the divergent interests of the different parts of the 
country. It is clear that opinion on a customs tariff will vary a great deal 
depending on the type of industry predominating in a given region. It would be 
best for each region if it had strong and effective protection for the products it 
manufactured and if, at the same time, protection were to end for all products 
it imported. 


There is thus some very tricky arbitration to be done. The advantages and 
disadvantages must be weighed with great caution and impartiality. There is no 
golden rule making it possible to establish once and for all a perfectly equitable 
trade policy. In a given period, some will benefit more than others; at other 
times, the opposite will occur. 


It is not the intention of this report to evaluate the regional benefits of 
Canada’s industrialization policies. There are certain facts, however, that cause 
one to question the Parti Québécois thesis that federalism and, in particular, 
the national policy of industrialization has been unprofitable for Quebec. 


So as to avoid any controversy over data sources, perhaps the most useful 
reference is the recently published “Provincial Accounts,” which were com- 
piled as the result of a co-operative federal-provincial working party. These 
accounts cover the 15-year period between 1961 and 1975. Contained therein 
are a host of indicators, including the following ones, to demonstrate that 
Quebec made some rather remarkable economic achievements over this period: 


ethe gross domestic product (GDP) of Quebec, expressed in 1975 
dollars, rose from $21,297 million to $39,567 million, representing a 
real, average annual growth rate of 4.5 per cent. This was a rate 
higher than that established by several industrialized countries over 
the 1962-73 period (e.g., the German Federal Republic, Switzerland, 
Sweden, Denmark, the United Kingdom); 


ethe per capita gross domestic product of Quebec increased 58 per 
cent over the period; of the major industrialized countries, this 
performance was only exceeded by the United States, Sweden and, in 
Canada, by Ontario, British Columbia and Alberta; 
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e during the same 15-year period, the per capita personal income of 
Quebec rose from $2,982 to $5,312, an increase of 78 per cent. (This 
increase exceeded that for the provincial GDP largely because of 
interregional transfers of income provided for by federal social 
security programs and equalization payments.) 


It should also be recognized that Quebec is, ds a result of past and present 
Canadian policies, a very highly industrialized province. The manufacturing 
sector of Quebec accounts for 65 per cent of goods production (as distinct from 
service output) in the province. Only Ontario, of all the other provinces of 
Canada, has a higher concentration of activity in the manufacturing sector. 


The above points are not intended to imply that the Quebec economy is in 
excellent shape. On the contrary, it faces some serious challenges. For example, 
we draw attention to the following observations: 


¢ Quebec’s manufacturing industry has pressing structural weaknesses; 
it is highly concentrated in traditional activities, such as the produc- 
tion of non-durables, which are characterized by slow growth and 
high tariff protection; 


e the high-growth, high-technology industries evident in Ontario are 
significantly underrepresented in Quebec; 


eit can be argued that the future growth in manufacturing employ- 
ment in Quebec will be much lower than in Ontario, unless a major 
restructuring of Quebec’s manufacturing activity is achieved; 


¢ Quebec’s primary activities (agriculture, mining and forestry) cannot 
be expected to provide a solution to the severe unemployment 
problems; 


e while activities in the tertiary or service sector have contributed 
significantly to the growth of the Quebec economy in recent years, 
this sector nevertheless has been expanding more and more slowly. 
This is due, in large part, to the relative decline of Montreal; 


e the growth of Montreal’s economy has been lower than that of the 
rest of Quebec since the mid-1960s; this loss of dynamism is very 
disturbing because the Montreal metropolitan area traditionally has 
represented the essential engine of growth for the province. 


The Quebec economy, however, is not without significant economic de- 
velopment potential. The Government of Canada, in concert with the Govern- 
ment of Quebec, has applied a wide range of policies and programs to meet the 
challenge. The effort is being intensified and further initiatives will continue to 
be formulated to ensure that Quebec’s development potential is realized. By 
way of example, the aerospace industry—which is largely centered in Que- 
bec—is experiencing a remarkable renewal and promises to provide a variety of 
valuable employment opportunities. 


The economic challenges in Quebec are very real. If they are to be 
systematically tackled—and if the chances of success are to be maximized— 
this effort is going to necessitate the application and co-ordination of the vast 
resources of Canada. This underscores one of the fundamental strengths of 
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federalism: i.e., the ability and demonstrated determination to draw upon the 
overall wealth of the country to address the problems and challenges of the 
various regions. In this context, it is difficult to imagine how the separation of 
Quebec would facilitate meeting the challenge it faces—particularly in respect 
to restructuring its industrial base. 


The flexibility of the federal system 


According to the Parti Québécois program, the Quebec economy is “an 
economy in which Quebeckers have very little say.” It is important to see the 
extent to which the separatists’ economic program, which the Parti Québécois 
itself deems “‘ambitious,” could be carried out within Confederation. 


Such an evaluation is given by the party itself at the end of the 1977 
version of its program. Outlined in the chapter on Quebec’s economy are 133 
policy proposals or articles. Only a quarter of these articles, by the PQ’s own 
admission, “cannot be implemented before sovereignty.” This evaluation, it 
should be noted, includes the entire section on the negotiation and content of 
the future association which, of course, cannot be implemented before sover- 
eignty. Disregarding that section, almost four-fifths of the PQ’s economic 
program could be carried out within the framework of federalism. 


Ironically, a certain number of articles of the program, which the PQ 
government believes could be implemented and indeed are within the federal 
system, could not be implemented or would be difficult to implement in a less 
advanced form of association. Thus, a sovereign country which belonged to a 
common market would encounter some difficulty in unilaterally creating “price 
support mechanisms,” as the Parti Québécois promises to do for the fishing 
industry, or in “setting up a marketing bureau which, for the asbestos industry, 
would have the monopoly for purchasing and selling the ore on local and 
international markets.” 


A number of administrative practices currently permitted in the federal 
system would not be allowed in a common market form of association. This is 
notably the case with the preferential purchasing policies of provincial govern- 
ments: this practice is prohibited within the European Economic Community. 
For the last two years, any government invitations to tender have had to be 
published simultaneously in the nine member countries of the EEC. 


Similarly, industrial development assistance programs, whether in the 
form of grants or tax relief, can be established unilaterally by provincial 
governments without consulting with other provincial governments or the 
federal authorities. In a common market like the EEC, policies of this nature 
must be submitted for approval by community authorities and, if necessary, 
modified according to the recommendations of the Commission of the Euro- 


pean Community. 


Quebec also enjoys considerable latitude with respect to its tax system, 
which a common market would probably no longer allow it to have. Dis- 
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criminatory tax practices, such as the elimination of sales tax on certain 
products chiefly manufactured in Quebec, would probably be contested in a 
form of association like the EEC or an economic and monetary union. 


Finally, the federal system allows the provinces to erect barriers against 
the movement of certain factors of production, notably labour. At a time when 
the EEC is eliminating any obstacles to the mobility of professionals, there still 
exists, in a federal system such as Canada’s, a wide range of professional orders 
whose licensing rules restrict mobility. Procedures such as those restricting 
access to certain jobs—in the construction industry, for example—would be 
totally unacceptable in a common market. 


Examples of the extreme flexibility of Canada’s federal system are not 
lacking. So numerous are they, in fact, that some people, particularly industrial 
producers, complain that the Canadian economy is not sufficiently integrated 
and that there are too many obstacles to the free operation of the commercial 
market. 


The essential aim of Quebec’s industrial strategy is the modernization of 
its manufacturing sector and the gradual elimination of the least productive 
units. The industrial adjustment costs facing Quebec are formidable. Under the 
federal system, the cost of such adjustment would be shared by the whole of 
the Canadian population, while in the event of separation the people of Quebec 
alone would have to bear the cost. 
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Conclusion 


_ Examples of economic association can be found throughout the world. 
These associations, including those in Western Europe, have been founded on 
the desire to realize the benefits of co-operative decision-making and the 
extension of markets. They have lead to the gradual integration of the 
economies of the participating countries and the establishment of supranational 
policy institutions. 


While the European experience regarding economic association has been 
remarkable, the various forms either attempted in the past or currently in 
practice have encountered profound difficulties. The essential question, how- 
ever, is whether or not the European experience is applicable in Canada to the 
issue of sovereignty-association, as its advocates argue. 


The relevancy must be doubted, because the evolution of events in Europe 
have been the reverse of what the advocates of sovereignty-association propose. 
One cannot simply draw parallels between the development of the European 
Common Market and Quebec’s possible separation. The European Common 
Market and, to a lesser degree, other economic associations in Western Europe 
represent a move toward political federation. Canada, of course, already is a 
political Federation and majority support for sovereignty-association in Quebec 
would have to be interpreted as a desire to end membership in the Federation. 
The spirit of intent, in short, would be the opposite of that leading to the 
establishment of economic associations in Western Europe. 


The Government of Quebec is expected to hold a referendum on the issue 
of sovereignty-association and Quebec’s future status in the Federation. The 
outcome of the referendum is critically important for all Canadians. The 
seriousness of the decision requires that the choice presented by the Govern- 
ment of Quebec is clearly understood and that the consequences of separation 
are fully discussed. 


The official platform of the Parti Québécois contains some reference to 
what is meant by an economic association with the rest of Canada in the event 
of Quebec’s separation. Since formation of the party 10 years ago, however, 
there appears to have been increasing emphasis given to the sovereignty 
component of the proposals and less emphasis on maintaining the economic 
relationships now shared by all provinces. 


In the most recent official version of the Parti Québécois’ program 
adopted in May 1977, the form of association proposed with the rest of Canada 
falls far short of the European Common Market model. A customs union is 
proposed in which goods would circulate freely between Canada and Quebec 
and a common tariff would prevail vis-a-vis imports from other countries. The 
official platform, however, also notes important exceptions to the proposed 
customs union. The exceptions would apply to certain agricultural and industri- 
al goods and to those products for which the Government of Quebec is a major 


purchaser. 
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The type of economic association envisaged by the Parti Québécois would 
entail major departures from the economic association now prevailing and it 
would result in a much less integrated form. The notion of a limited customs 
union is very different from the concept described by Premier Lévesque on 
various occasions. Further, other ministers of the Government of Quebec have 
indicated differences of opinion on certain key concepts—such as monetary 
union or the creation of a ‘separate currency for Quebec. 


In short, ‘the nature of the -sovereignty-association proposal remains to be 
defined. It is clear, however, that the Pops would require significant 
concessions from the rest of Canada. - _ 


The whole question of: an. ‘economic : association would, of course, have to 
be | nepeted Negotiating an economic association is, as attested by the 
Prepon experience, eaten difficult. aS an economic association 


impossible. 


‘The. data on deta rade panicle! among, fhe 10 provinces indicate that 
Quebec would be i in a weak bargaining position. It is far more dependent upon 
markets 1 in other provinces: for its manufactured goods than the rest of Canada 
is on Quebec. Further, many of Quebec’ s key industries, notably. the textile 
industry, : are heavily protected from foreign competition by tariffs and quotas. 
Quebec, within the Federation, enjoys a ue epree < > pens for i its 
manufacturing sector than any other province. _ 


In this. context, it is not plausible to expect. le political separation for 


Quebec could at the same time lead to the realization of the economic — 


objectives of the Parti Québécois. For sound economic reasons, the rest of — | 


- Canada would present a very uncompromising stand on the issue of negotiating 
a customs union with Quebec. This is all the more likely given the long list of 
exceptions to the customs union contained in the one Parti es 
platform. _ _ 


A number of. i. sueions: shave to be. dddiessed by the adic of _ 


sovereignty- -association. Trade between Quebec and the rest of Canada would 
continue, but the exent of the trade relationships. and the conditions of trade 
could well be very different from those that prevail currently. Severe disloca- 
tions would almost certainly arise and these would be most troublesome for 
Quebec. Many communities dependent on industries such as the textile indus- 
try would no doubt be particularly affected. 


Aside fom how the overall digas vould. be accommodated, the 
advocates of sovereignty-association must address how assets such as Air ~ 
Canada, the Canadian National Railways and the extensive federal network of 
buildings, ports, and other facilities would be divided. The problem would be 
enormous and the negotiations very difficult. Perhaps most delicate of all 
would be the question of monetary union or the establishment of a separate 
currency for Quebec. The implications of this question would involve all 
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Canadians and the manner in which it would be handled could provoke very 
disturbing consequences for currency values and the flow of investment. 


The prospects for sovereignty-association appear to be very stark. They 
are in sharp contrast to the reality of the Canadian Federation. The Govern- 
ment of Quebec has a very high degree of freedom of action and it has the 
power within the Federation to carry out most of the economic program of the 
Parti Québécois. Ironically, the federal framework allows Quebec to carry out 
initiatives it could not undertake if it belonged to an economic association such 
as the European Common Market or that between Belgium and Luxembourg. 


The economic challenge facing Quebec will require the collective strength 
of Canada to ensure that its industrial base is put on a strong competitive 
footing. To risk the economic consequences of separation would appear to be 
against the interests of Quebeckers and all Canadians. 
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Appendix 
Table A-1 


Regional distribution of shipments of manufactured goods, 
1974 


($ million) 


ese—0«aos$»@mwqwmS<SO0 S$ ye oo 
Other 
Quebec Ontario regions Canada 


Food and beverage 3,919.9 5,893.4 4924.4 14,737.7 
Tobacco 306.3 398.6 oo 704.9 
Rubber and plastic 

products 435.4 1,230.6 16725” *12833-0 
Leather 202.2 279.6 38:3 570.1 
Textiles W2fe4 t072n 133:3 2;477-8 
Knitted goods 407.2 150.6 42.8 600.6 
Clothing 1,404.7 432.8 239.1 2,076.6 
Wood 746.3 631.1 °2,595:7- (399131 
Furniture 493.2 668.8 176:2, “33s 
Paper and allied 

industries 2,422.4 24297 2,825:3 "9764 
Printing and publishing 176s] 1,27835 495.9) 2,550.5 
Primary metal industries 1,729.4 3,849.3 956:7 =6,535/4 
Metal fabricating 

industries 1,359.8  3;506:3 967.9 5,834.0 
Machinery A916 ~2,952i3 493.5 3,137.8 
Transportation equipment 1,367.9 7,868 968.5 10,173.9 
Electrical products 1,054.5 2,998.4 292.0 4,344.9 
Non-metallic minerals SOS W188 S51 fre 2Ge-5 
Petroleum and coal 

products 1,659.2 1,474.7 2,051.4 5,185.3 
Chemicals 1200.5 —-2:5/09:3 611.9 4,607.7 


Miscellaneous 


manufacturing 
industries 459.3 1,213.4 121.7 =°1,794.9 


TOTAL 22,397 41,404 18,654 82,455 
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Table A-2 


Regional distribution of shipments of manufactured goods, 


1974 
(per cent) 


Food and beverage 

Tobacco 

Rubber and plastic 
products 

Leather 

Textiles 

Knitted goods 

Clothing 

Wood 

Furniture 

Paper and allied 
industries 

Printing and publishing 

Primary metal industries 

Metal fabricating 
industries 

Machinery 

Transportation equipment 

Electrical products 

Non-metallic minerals 

Petroleum and coal 
products 

Chemicals 

Miscellaneous 
manufacturing 
industries 


TOTAL 


Quebec Ontario 
26.6 40.4 
43.5 56.5 
Zonk 67.1 
44.3 49.0 
51.4 A302 
67.8 25.1 
67.6 20.9 
19.2 15:6 
36.9 50.0 
S26 31.6 
30.4 50.1 
26.5 58.9 
23.3 60.1 
157 68.6 
Oto Tar ene) 
24.3 69.0 
25.9 49.9 
32.0 28.4 
26.7 60.0 
25.6 67.6 
2lae 50.2 
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Other 
regions 


33.4 


22.6 


Canada 


100.0 
100.0 


100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 


100.0 
100.0 
100.0 


100.0 
100.0 
100.0 
100.0 
100.0 


100.0 
100.0 


100.0 
100.0 


Table A-3 


Regional breakdown of the value added in the manufacturing 


industry, 1974 
($ million) 


eaaaaoaoaoeoeoaoaooeeeemee ee eee eos ee 


Other 
Quebec Ontario regions Canada 
Food and beverage 1,200 ye 1,449 4,766 
Tobacco 170 136 — 306 
Rubber and plastic 
products 219 730 81 1,030 
Leather Is 139 19 291 
Textiles 578 533 63 1,174 
Knitted goods 178 LE 22 PNAS 
Clothing 660 242 122 1,024 
Wood 371 333 1,043 1,747 
Furniture 256 352 92 700 
Paper and allied 
industries 1,195 1224 1,529 3,945 
Printing and publishing 489 869 342 1,700 
Primary metal industries 691 1,748 473 2,912 
Metal fabricating 
industries 748 1,900 566 3,191 
Machinery 320 1,192 273 1,785 
Transportation equipment 500 3,347 429 4,276 
Electrical products 635 1,745 140 2,920 
Non-metallic minerals 346 675 325 1,346 
Petroleum and coal 
products 349 303 326 978 
Chemicals 742 1528 309 2,579 
Miscellaneous 
manufacturing 
industries 263 15 89 1,103 
TOTAL 10,043 19,915 7,692 37,650 
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Table A-4 


Regional breakdown of the value added in the manufacturing 


industry, 1974 
(per cent) 


Food and beverage 

Tobacco 

Rubber and plastic 
products 

Leather 

Textiles 

Knitted goods 

Clothing 

Wood 

Furniture 

Paper and allied 
industries 

Printing and publishing 

Primary metal industries 

Metal fabricating 
industries 

Machinery 

Transportation equipment 

Electrical products 

Non-metallic minerals 

Petroleum and coal 
products 

Chemicals 

Miscellaneous 
manufacturing 
industries 


TOTAL 


Quebec Ontario 
Zoe 44.4 
55.6 44.4 
2H 70.9 
45.7 47.8 
49.2 45.4 
64.3 27.8 
64.5 20.6 
21.2 19.1 
36.6 50:3 
30.3 6 0) 
38.8 Saal 
23.7 60.0 
PREPS) 58.8 
17.9 66.8 
TASS They.s} 
Pots. 69.2 
255i, 50-1 
35.7 31.0 
28.8 59.2 
23.8 68.1 
26.7 52.9 
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Other 
regions 


30.4 


20.4 


Canada 


100.0 
100.0 


100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 


100.0 
100.0 
100.0 


100.0 
100.0 
100.0 
100.0 
100.0 


100.0 
100.0 


100.0 
100.0 


Table A-5 


Regional breakdown of employment in the manufacturing 


industry, 1974 
(million people) 


ee 
ST 


Other 
Quebec Ontario regions Canada 
Food and beverage 57 87 77 221 
Tobacco 6 4 0 10 
Rubber and plastic 
products 14 35 5 54 
Leather 13 12 | 26 
Textiles 39 32 5 76 
Knitted goods 16 7 3 26 
Clothing 67 22 13 102 
Wood 25 21 61 107 
Furniture 20 25 6 orl 
Paper and allied 
industries 45 47 39 131 
Printing and publishing 25 47 20 92 
Primary metal industries 30 fa 24 122 
Metal fabricating 
industries 39 89 26 154 
Machinery 17 o7 15 89 
Transportation equipment 30 114 28 A72 
Electrical products 34 90 9 133 
Non-metallic minerals 16 29 13 58 
Petroleum and coal 
products 3 9 5 17 
Chemicals af 44 9 80 
Miscellaneous 
manufacturing 
industries 19 40 6 65 
TOTAL 542 882 362 1,786 
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Expéditions manufacturiéres par destination 


1974 
Destination Région de Région des Colombie- Non 

Origine Atlantique Québec Ontario Prairies Britannique Etranger réparti Total 
Région de !’Atlantique 41,1 9 fe 0,9 0,5 3400 6,7 100 
Québec 4 49,5 19,3 4,2 2,3 13,7 7,0 100 
Ontario 2,9 11,2 50,4 5,9 St 20,3 6,2 100 
Région des Prairies 1.1 6,0 6,3 62,4 8,9 8,4 6,9 100 
Colombie-Britannique 0,7 1,6 Se) 7,9 39,9 37,6 9,1 100 
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